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SOLUTIONS TO THE CRISIS FACING 
THE U.S. POSTAL SERVICE 


WEDNESDAY, FEBRUARY 13, 2012 

U.S. SENATE, 

COMMITTEE ON HOMELAND SECURITY 
AND GOVERNMENTAL AFFAIRS, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:07 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Thomas R. Carper 
presiding. 

Present: Senators Carper, Levin, Pryor, Tester, Begich, Baldwin, 
Heitkamp, Coburn, Enzi, and Ayotte. 

OPENING STATEMENT OF CHAIRMAN CARPER 

Chairman CARPER. Dr. Coburn and I are happy to welcome our 
guests this morning. 

I have a statement that I want to give. I am going to just yield 
to our friends from the House Committee on Oversight and Govern- 
ment Reform first— Chairman Darrell Issa, and Ranking Democrat, 
Elijah Cummings. They are our friends. 

We are happy to see you. We have enjoyed working with you on 
a variety of issues, especially in the last months of last year, hav- 
ing a chance to bear down and try to get to— like I say in football 
parlance, we got it in the red zone, did not get it in the end zone 
in terms of a final solution on postal reform, but we made real 
progress. 

And I am going to forego my comments initially and ask our col- 
leagues, if it IS OK with you. Senator Coburn 

Senator COBURN. You bet. 

Chairman CARPER [continuing]. To just go ahead, and then we 
will take it up from there. 

Again, Mr. Issa, welcome. Mr. Cummings, welcome. Thank you 
for joining us. 

TESTIMONY OF HON. DARRELL E. ISSA,i A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. ISSA. Thank you. Chairman Carper and Ranking Member 
Coburn. 

You are new to your positions even though you are from the sus- 
taining body. Mr. Cummings and I came very close in the last Con- 
gress to what we thought was a bipartisan, bicameral deal. We 
start off this Congress with a view that with you as team members 


iJhe prepared statement of M r. Issa appears in the Appendix on page 65. 
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and co-chairs in what we think is a bipartisan, bicameral problem 
and a bipartisan, bicameral solution, we believe we can get there. 

Clearly, as you convene today, the subject of 5-day delivery is 
going to be among the most important subjects. And I would like 
to emphasize that a little bit because I believe that in order to get 
a comprehensive reform, we must first realize that freeing the 
hands of the Postmaster General in a way that was envisioned by 
the independence of the U.S. Postal Service (USPS) is a good first 
step. 

The Postmaster General has determined that going from a less 
than 50 cent single delivery on a Saturday to a 5-day delivery of 
that type of mail— no matter how small and no matter where for 
less than 50 cents, a single flat letter will be delivered anywhere 
in America. But on Saturday, a light day, an excess day relative 
to most other countries, the idea that there should be a small pre- 
mium for flat mail— $5.60— still less than the cost of getting a good 
Hallmark card from CVS, you can have a letter delivered. 

More importantly, with the Postmaster's proposal, we will con- 
tinue to see vital medicines and packages delivered for a fraction 
of how they would be delivered in any other way at every point in 
America. 

I think that maintenance of universal service, but a right-sizing 
of the cost to benefit, is really the hallmark of what the Postmaster 
General is asking us, as Congress, to not stand in the way of. 

I believe the Postmaster General is correct, that he has the au- 
thority consistent with the law in that he is maintaining a service, 
but the law never intended him to do it at a loss. The Postmaster 
General had to bear over $15.9 billion in losses last year. This com- 
pletely depleted his $15 billion line of credit. It caused him, in 
order to meet cash flow, to forego required and agreed payments 
of $5.5 billion for the second year in a row. 

This deferral does not mean that eventually those amounts will 
not come due. It is very clear that ultimately either the ratepayer 
or the taxpayer will have to pay the over $25 billion in accumu- 
lated debt of the Postal Service. 

Now when I say $25 billion, I do not want the statisticians to 
say, no, it is only $15 billion. But clearly, this deferral eventually, 
in any proposal, still has to be taken care of as to the eventual 
medical retirement and other retirement benefits of postal workers, 
and keeping that commitment currently is backed by the full faith 
and credit of the U.S. taxpayer. 

As I said, I think the important thing for this Committee to real- 
ize is that guaranteeing 6-day delivery everywhere in America but 
doing it at a rate that allows for the post office to become solvent 
again is critically something the Postmaster General has to be al- 
lowed to do as a preamble, if you will, to the legislation that we 
envision. 

Australia, Canada, Finland, Spain, Italy, and, as we often note 
but then sometimes snicker, Sweden have all gone to 5-day deliv- 
ery. Both rural and urban countries have found that with the ad- 
vantages of electronic mail, with the advantages of direct deposit- 
including, I might note, even Social Security which will be 100 per- 
cent direct deposit for our seniors— the volume of flat mail has 
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gone down and, for the benefit of efficiency, will continue to go 
down. 

I think we in Congress often look at loss of jobs as a bad thing. 

I just want to close by making a conclusion. Had we 2 years ago, 
3 years ago, 4 years ago, dealt with this problem, individuals of the 
post office who are in fact long-term workers, fully able to retire, 
could have been paid a full year of their pay as an incentive to re- 
tire, not early but in fact not later. The cost of a $50,000 buyout 
of a potential retiree is 20,000 retirees for $1 billion. Essentially, 
in less than a year you could provide that benefit to every single 
person eligible to retire and still do it for less than we lost last 
year. 

I am not suggesting that we automatically pay large buyouts, but 
I am saying that if we can find the efficiencies, we can in fact find 
a way to encourage people to retire without breaking any contracts, 
trust, in fact, having people happy to go into their golden years 
while the post office has the right amount of people. 

I have just one last point, and it is a point that is a bargaining 
point of which we are so aware. 

Chairman Carper, you enjoy a great many urban older homes in 
your State. Many of those homes have chutes in their door. Every 
day, a postman comes up and puts flat mail in there. But more and 
more, those same homes see a vital piece of medicine or their pur- 
chases from Amazon placed on the stoop, crammed inside the door 
or in some other way delivered as best the postman can with the 
reality that flat mail system, did not really envision what you do 
with a box that will be left if you are not home. And more and 
more, our seniors and our young people are out and active. 

So the Postmaster General, in his request, would like to accel- 
erate over the near future the ability to put in cluster boxes, which 
often are pushed back against by older homes and seniors who say, 
what if I have to walk around the corner? 

I would tell you here today that providing a secure box large 
enough to take purchases and medical supplies in every neighbor- 
hood in America should be a goal that we in Congress promote. 
Whether it is a new neighborhood or an old neighborhood, we can 
find a way to design acceptable boxes that both reduce the time 
necessary to delivery mail but increase the security of vital pack- 
ages and medicines delivered to every point in America. 

So I believe that the two largest single savings in the system— 
5-day deliver and the modernization of to-the-curb delivery— are, in 
fact, both beneficial if done right. One, we know how the Post- 
master General wants to do it. The other should be a goal of this 
Congress to make sure the funding is available to provide appro- 
priate secure storage for every American because, more and more, 
that is how medicines are delivered and that is how important pur- 
chases are delivered. 

With that, I would be happy to take your questions, and I yield 
back. 

Chairman CARPER. Good. Mr. Issa, thank you for your thoughtful 
and constructive testimony, and now we are pleased to welcome 
Congressman Cummings. 
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TESTIMONY OF HON. ELIJAH E. CUMMINGS,^ A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF MARYLAND 

Mr. CUMMINGS. Thank you very much, Chairman Carper, Rank- 
ing Member Coburn, and Members of the Committee. It is certainly 
my honor and my privilege to be here this morning. 

And I want to say to you, Mr. Chairman, you are absolutely 
right. We spent some time in the red zone, but America expects us 
to get in the end zone. 

I was listening to you. Senator Coburn, this morning on Morning 
J oe, and I said to myself, we ought to be able to get this done with 
a reasonable guy like Senator Coburn. And I believe that we will; 
I really do. 

I am also pleased to be here with my friend and my colleague, 
our Chairman, Chairman Issa. 

And the Postal Service is a vital link that binds our Nation to- 
gether. Delivering mail to more than 150 million addresses and op- 
erating 32,000 post offices nationwide, the Postal Service connects 
families, friends, and businesses across the vast distances of our 
great country. 

Last year, however, the Postal Service reported losses of approxi- 
mately $16 billion. It lost $1.3 billion in the most recent quarter. 
It has borrowed the full $15 billion it is authorized to borrow from 
the Treasury, and it continues to lose approximately $25 million a 
day. 

It also faces a burden not required of any other agency or busi- 
ness in this country. It must pay billions of dollars every year to 
pre-fund health benefits for its retirees. 

As we all know, this math simply does not add up. The Postal 
Service needs a new formula for success. 

Obviously, last week, the Postal Service announced that it in- 
tends to end Saturday mail delivery, except packages, beginning in 
August. In my opinion, this announcement was an unfortunate de- 
velopment, and it will not solve the Postal Service's long-term fiscal 
problems. Instead, the Congress needs to pass comprehensive re- 
form legislation that addresses not only delivery standards but the 
full range of reforms needed to fundamentally re-engineer the Post- 
al Service for the next century. 

To its credit, the Senate last year passed comprehensive bipar- 
tisan legislation to reform postal operations, including extending 
the sch^ule for retiree health payments, returning overpayments 
to the Postal Service made to the Federal pension system and pro- 
viding key tools to right-size the Postal Service workforce. 

I think everybody agrees. We have to right-size this workforce. 

I was particularly pleased that the Senate included several provi- 
sions from my legislation, the Innovate to Deliver Act. Too many 
people argue that the Postal Service should be self-sustaining, like 
a business, while at the same time arguing it should be banned 
from competing against the private sector. I believe we must allow 
the Postal Service to expand into new business lines, and my bill 
would have done that. 

Unfortunately, the most significant challenge facing the Postal 
Service today is not Saturday delivery, declining mail volume, or 


iJhe prepared statement of Mr. Cummings appears in the Appendix on page 67. 
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pre-funding health care for its retirees. It is Congress' failure to 
act. 

Although the Senate passed a comprehensive and bipartisan bill, 
the House failed to consider any postal reform legislation whatso- 
ever; none. Obviously, we cannot solve this problem if we continue 
to ignore it. It will only grow more desperate and more dire. 

There is some reason for hope, however, and that is the ongoing 
commitment of the Members of Congress in this very room. The 
people in this very room can make this happen. 

Over the past 2 months, we have come together to discuss poten- 
tial solutions in a serious and sustained manner, and I have been 
encouraged by the many areas of agreement we have reached. As 
a matter of fact. House Minority Leader Nancy Pelosi asked me 
today about the status of the bill, and I told her that I thought that 
we had gotten 90 percent there. We were not that far. 

I believe that we were on maybe the two-foot line, Mr. Chairman. 
And we just cannot afford to fumble the ball because when we fum- 
ble the bal I what happens is that America loses. 

I believe we are close, and I believe that we are very close. And 
if we launch a renewed effort as soon as possible, we can develop 
a bipartisan, bicameral solution. If we are serious about this, I pre- 
dict that we could complete this l^islation before the end of March 
when the current appropriations rider expires. 

To meet that deadline, however, we need to re-engage and we 
need to do it right now. There is absolutely no time to waste. 

Finally, let me conclude with the issue that is closest to my heart 
in this debate. I believe we have a solemn obligation to honor the 
dedicated Postal Service employees who have served this institu- 
tion for decades. As we examine how to right-size the Postal Serv- 
ice workforce, I urge my colleagues to fight, and fight very hard, 
to demonstrate compassion and respect for these middle-class 
American workers and their families. 

By the way, 21 percent of them are veterans, 40 percent are 
women, many of them single heads of household. 

And so, Mr. Chairman, I thank you for holding this important 
hearing, and I look forward to working with you and our colleagues 
in the days to come. 

And, with that, I yield back. 

Chairman CARPER. Thank you. Again, more very thoughtful, I 
think, constructive comments, and thank you for those. 

I thank both of you for being here. 

I like the visual here of the two of you, sitting side by side. Dem- 
ocrat and Republican, rolling up your sleeves, ready to make this 
happen. 

A lot of us watched the Super Bowl, and you and I were pulling 
for the same team, Mr. Cummings. It was the Ravens. They have 
a quarterback— where is he from? 

Mr. CUMMINGS. Delaware. 

Chairman CARPER. Delaware. 

Mr. CUMMINGS. That is right. I started to mention the Ravens, 
but I did not want to take it too far. 

Mr. ISSA. You mean the Browns re-placarded. 



6 


Chairman CARPER. At the end of the game, the 49ers had it 
down close to the end zone. But they could not get the ball in the 
end zone. 

And we have to make sure we get the ball in the end zone. 

We have been joined here by Senator Ayotte, a new Member of 
our Committee. We are delighted that you are on the Committee, 
delighted that you are here today. 

She brought with us a veteran, not a grizzled veteran but a great 
colleague, one I love to work with— Mike Enzi. 

Senator Enzi, happy that you are here. 

And we have been joined by Senator Baldwin from Wisconsin, a 
new Member on our Committee, too. 

We will be joined by others as the morning goes. 

I have a long statement. I am going to ask unanimous consent 
that it be considered part of the record. ^ 

I just want to respond a little bit to what our two lead-off wit- 
nesses have said and draw some pieces out of my prepared testi- 
mony. 

We need the Postal Service. We have needed the Postal Service 
since this Nation was born. There are seven or eight million people 
who have a job today that exists in no small part because of the 
work the Postal Service does for all of us. 

I had my staff actually go back and count the number of letters 
we got 12 years ago when I was a Freshman here and the number 
of emails we got 12 years ago a day. And for about every one email 
received 12 years ago, we got about 15 letters. Today, it is just the 
opposite; for every 15 emails, we get roughly one letter. Therein 
lies the problem. 

The world has changed. The way we communicate has changed. 
And the Postal Service has tried to change with it and to some de- 
gree has succeeded, and there are a number of other things they 
have to do to change further. 

And our job is to help facilitate that, and, when they come up 
with new ideas for making money, to try not to be an impediment 
to those ideas. 

The President talked to us last night about what we need to do 
on deficit reduction and to grow the economy, and I think there is 
a lesson in what he said for us here today. 

We need to right-size this enterprise. The Postal Service is at- 
tempting to do that with respect to the number of mail processing 
centers, which will be down by almost half by probably a year or 
so from now. 

We did not close thousands of post offices. We did not close thou- 
sands of rural post offices. But we found a better way to get the 
job done and to save money by allowing communities to say they 
would like to have their post office open for 2, 4, or 6 hours a day 
and maybe take a former postmaster and put him or her into work 
on an hourly basis, saving a lot of money there and still providing 
the essential service. 

We have tried to make it possible to incentivize folks who are eli- 
gible to retire. The Postal Service is beginning to do that and to 
incentivize a lot of people to retire. 


^Senator Carper's prepared statement appears in the Appendix on page 61. 
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We have seen the workforce drop, I want to say, from— I am 
looking at Postmaster General Donahoe to help me. But I think it 
was not that long ago we had about 800,000 employees or so in the 
Postal Service. I think today we are approaching 500,000— not 
there yet, maybe a little bit below, and moving a bit lower than 
that. 

But, the idea here is to right-size the enterprise. 

The other thing that the President talked a fair amount about 
last night was entitlement programs— something that Senator 
Coburn and I have thought a lot about and tried to do a lot about. 

But, we spend more money for health care in this country than 
any other country on Earth. In J apan, they spend 8 percent of the 
gross domestic product (GDP) for health care; we spend 16 percent. 

The closest major country to us is Norway. They spend 52 per- 
cent less on health care than we do. They cover everybody. They 
get better results. 

And one of the things that the post office is trying to do, along 
with most other employers in this country, is to figure out how do 
we provide good health care for people, and get better results for 
less money, or better results for the same amount of money. 

And we are going to be anxious to hear what you have to say, 
again, on this, Mr. Postmaster General, but to figure out how we 
can work to make that happen in a way that does not disadvantage 
the employees, retirees, or their dependents. I think we can and we 
need to do that. 

The other thing the President talked last night about the need 
to grow revenues. He had some different ideas. And we may differ 
in the way we would approach that, but the Postal Service— it can- 
not just be about cutting people or cutting services. No, we have 
to grow the pie here, just like we need to grow the pie of revenue 
for our country. 

And I heard on the radio the other day an old Paul Simon song— 
"50 Ways to Leave Your Lover." Well, the Postal Service has, I 
think, about 50 new ways to make money. And we are going to 
hear from the Comptroller General later today on those 50 or so 
ways to make some more money for the Postal Service and to en- 
able us to grow the pie. And we look forward to figuring out how 
we should do that and how can we be less of an impediment when 
you come up with a good idea. 

The last thing I want to say is this— postal employees are going 
through a time of great uncertainty. It has not been an easy time 
to be a postal employee. 

I just want to remind them and remind all of us that most Amer- 
icans feel that the Postal Service does a great job for them. They 
have better approval ratings than even Dr. Coburn and me, as 
hard as that is to believe. 

Senator COBURN. I do not know what poll you have been looking 
at. [Laughter.] 

Chairman CARPER. Well, if you are over 85 percent, I want to 
drink what you are drinking over here. 

Mr. ISSA. It does seem like that is a combination of not that high 
and a whole lot lower for us. 

Chairman CARPER. I do not know, but at the end of the day I 
want the Postal Service employees to know that we are grateful for 
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the work they do. They perform a vital and important service. And 
we appreciate their willingness to work with our leadership and 
with all of us and with their customers to try to right-size this en- 
terprise. 

This is a problem that can be fixed. This is a challenge that can 
be met. And my goal, and I know it is one shared by Dr. Coburn, 
is to do it a whole lot sooner than later. 

We are in overtime right now. We are going to get the ball in 
the end zone. But this is not going to be like Notre Dame the other 
night in basketball where they had five overtimes. 

We are not going to go to five overtimes. We are going to have 
one overtime. This is it, and we are going to get this job done. 

With that having been said, let me yield to Dr. Coburn. 

OPENING STATEMENT OF SENATOR COBURN 

Senator COBURN. Well, I want to thank you for your testimony 
and also your hard work on this issue. 

I was one of those that failed to vote for the Postal Reform Bill 
coming out of the Senate because I thought it lacked some of the 
essential things that are required to solve it, but I want both of you 
to know I am firmly committed to getting a compromise bill that 
will pass both chambers and doing it forthright. And so you have 
my commitment to do that, and I appreciate your testimony. 

Chairman CARPER. I have a question if I could. Sometimes when 
Members come and testify before us, they do not anticipate answer- 
ing questions. But I am going to ask a question of each of you, and 
if you have a thought on it, that would be fine. I do not want to 
put you on the spot. 

But, on the issue of health care and deficit reduction, if we do 
not figure out how to get better health care results for less money, 
or the same amount of money, for programs like Medicare and 
Medicaid, we will never balance the budget. 

The Postal Service have acknowledged fully that we have to do 
more than just amortize, if you will, the prepayment of retiree 
health care over 40 years. We are going to do that. We would in 
the Senate bill. My hope is that the compromise we work out will 
change the amortization schedule and do something like a 40-year 
amortization. I think that is a more appropriate approach. 

The Postmaster General is going to share with us some ideas 
with respect to doing what they have finally done in the auto in- 
dustry with the U nited Auto Workers (U AW), and the big three. 

And the big three said, we are trying to run a health insurance 
program, and the UAW says that they would be willing to run it 
because they thought they could get, for their employees, for their 
members, better results, frankly, for less money. 

Would you all just react to that concept. Is that something you 
think we could actually work toward? 

Mr. ISSA. Mr. Chairman, I think— and we have all had good guid- 
ance from the Postmaster General on what he would like to do. 
And I think it is not just ambitious; it is necessary. 

It is very clear that if the government can, in fact, transfer out 
its full faith responsibility for health care on a willing basis, that 
is in everyone's best interest. 
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I think that we all have to be realistic. You cannot transfer 
something out— literally, say, look, we are going to turn it over as 
General Motors (GM), as you noted, did— and then still be the full 
faith. So that is the one challenge, but I support the idea that get- 
ting the government out of the health care business for this entity 
is a good idea. 

But, I would also like to note something because your Committee 
here in the Senate, slightly different than our arrangement, has 
complete control over the Federal workforce where we have a big 
chunk, but we do not have it all. 

The real question, I think, on health care is: Is the Federal Gov- 
ernment employee retirement system first or second relative to 
Medicare? 

And this is an important issue that I think we in the Federal 
Government have to decide. From a standpoint of the accountants 
that we all rely on, they consider it neutral because it is just two 
different pockets. 

But from a standpoint of what would happen in the private sec- 
tor, no company would say, well, look, we are going to pay all the 
bills, and if there is anything not paid we will turn it over to Medi- 
care. 

They would say, no. Medicare has been fully paid into by these 
men and women of the post office, and we expected Medicare to 
provide what it would provide for a private sector, and then we will 
supplement it. 

This is what States choose to do if they are in our system— and 
the few that are not fully in the system. But it is certainly what 
the private sector does. 

That is one of the key questions for your Committee, even more 
than our side: Are we going to look at Medicare as the primary sys- 
tem responsible for all Federal workers, including the Postmaster 
General's proposal, and if so, that changes the calculation of what 
the ratepayer fairly should pay for what is, in fact, now a supple- 
mental medical facility. 

And that is not the way we have looked at it in the past— one 
of the reasons that the number we are wrestling with is so big, Mr. 
Chairman. 

Chairman CARPER. Excellent point. 

Mr. CUMMINGS. Mr. Chairman. 

Chairman CARPER. Congressman Cummings, please. 

Mr. CUMMINGS. I have heard the proposals of the Postmaster 
General, and I have said to him that I do not have a problem with 
it as long as we are able to get comparable coverage. 

It is one thing to go out and change things. It is another one 
when you have— on the one hand, with the present system you 
have 100 percent, and then you go to another system; you have 75 
percent, of the coverage. 

Fie claims that they can do that. If he can, that is fine. 

There are two words that I think we need to concentrate on— ef- 
fectiveness and efficiency. 

And so, if he can effectively do it cheaper with the same kind of 
effect, then so be it. But I think the jury is still out. I believe that 
he believes that it can be done, and I am not going to doubt him, 
but I would I ike for him to show me. 
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Last but not least, let me leave you with this: I think that when 
you all listen to the testimony today, I hope you will concentrate 
on something you said, and that is on one hand we want the postal 
system to right-size itself, to be effective and efficient, to now adapt 
to a new world, but at the same time the question becomes— they 
will mention all the things that they can do to bring in money, but 
I hope they are also honest enough— and I know they will be— and 
frank enough to say when maybe Congress needs to give them the 
opportunity to do that. 

I n our committee, we had some folks who, when the Postal Serv- 
ice would lift up a proposal for how to bring in new revenue, they 
would say, oh, no, we cannot do that. 

Not you, Mr. Chairman. [Laughter.] 

But, no, you cannot do that. 

And I know that the Postmaster General has to get very frus- 
trated. They are telling him on the one hand, find new revenue; be 
effective and efficient; and do things the right way. 

He goes out there and tries to do it, and they say, oh, no, do not 
touch that. Do not close a post office. Do not compete against this 

guy. 

And so, some kind of way we need to get past that. 

And I am hoping that as you listen to the testimony— because I 
think that is the kind of thing— that is where we need to go to fig- 
ure out— if we are going to innovate, at least they have to have the 
license to get there and not be hindered by us. 

Chairman CARPER. Great. I love it when we agree. That is good. 

Again, normally, we do not ask questions of our first round, but 
we are going to ask, see if anyone has anything else— Senator 
Coburn? 

Senator COBURN. Go ahead. 

Mr. ISSA. We are fine. 

Chairman CARPER. OK, Senator Tester, welcome. 

OPENING STATEMENT OF SENATOR TESTER 

Senator TESTER. Well, it is good to be here. Thank you, Mr. 
Chairman. 

I am one of those guys who says do not end Saturday delivery; 
do not shut down that mail processing center in rural Montana. 

And I will tell you why— because it has an impact on rural Mon- 
tana that you may not feel in Pittsburgh or Miami or Chicago or 
Houston or L.A. or any of the big cities, when we do not get mail 
for 5 or 6 days. 

So, if we are going to have a mail service that is going to work 
for urban America, it damn well better work for rural America too. 

And we have had many discussions on this— the Postmaster Gen- 
eral and I— and we disagree. I think if we are going to cut the nose 
off of our face to try to save the Postal Service, why do not we just 
turn the contract over to the United Parcel Service (UPS) or Fed- 
eral Express (Fed Ex); do away with it? 

It is in the Constitution that we have to have a Postal Service, 
and I think it has been something that has worked well for this 
country for centuries, and I think we ought to continue to try to 
make it work into the future. 
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It may not be the force it once was, but the fact is when it comes 
to our senior citizens, when it comes to rural America, this is some- 
thing that is absolutely critical. We do not have broadband in a lot 
of these places where we are going to be cutting service. 

So, you are right. I am one of the guys who, when they say cut 
service on Saturday, says no; are there any options out there? 

And, by the way, we have given other options, and I have not 
seen the results come from any of those other options rec- 
ommended. The first thing that we have done is cut service, and 
I think that is the worst thing to do. 

I am a farmer. The worst thing I can do is give my customers 
something they do not want. And that is exactly what is happening 
in rural America. I cannot speak for the inner city or the big city 
areas. 

Mr. ISSA. Senator, if I could respond, first of all, it is something 
that you and Denny Rehberg agree on. 

Senator TESTER. Amen, brother. 

Mr. ISSA. Mr. Rehberg was a classmate of mine when I came to 
Congress 12 years ago, and he let me know that he was not going 
to support any processing center changes in Montana, period. 

Senator TESTER. Then we did agree. 

Mr. ISSA. And he would not vote for my bill under any cir- 
cumstances before the election. And after the election, he still 
would not vote for it unless I addressed some of the issues you 
have. 

And I think that you are right. We have to make sure that rural 
America is guaranteed a quality of service, and that is the debate 
we should have. 

It should not be the number of processing centers. It should be 
how many days to get from, if you will, Billings to Billings. 

It is the point at which you are sending it to your neighbor, but 
it is going to a processing center. How long before your next door 
neighbor gets that mail? 

Senator TESTER. And I agree with that, and I can tell you that 
the problem is that once it is done, it is done. Once that processing 
center in Wolf Point, Montana is closed and that letter from the 
bank is going to somebody who does not have a job in western 
Montana takes 5 or 6 days, it will be the last time the U.S. Postal 
Service (DSPS) is used. 

So that is what I am talking about. 

Mr. ISSA. And, as you know. Senator, UPS very much wants to 
maintain a level of service because that haul to rural Montana— 
in fact, UPS is delivered by the U.S. Postal Service. We have a 
partnership in the post office with the private sector that is a win- 
win, but I assure that we want to make sure that there are safe- 
guards so that what is claimed to be a level of service is, in fact, 
verified to be a level of service before any processing center can be 
clos^. 

And I think that is what you need to insist in the bill, and that 
is what I think that all of us need to make sure we promise in the 
bill. 

And I know that Alaska has the same concern. They, of course, 
have bypass mail— I have been up there. I have been to those rural 
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areas. They need to maintain a level of service that is unique in 
Alaska. And we need to preserve both of them. 

That is one of the reasons for the right-sizing in urban areas, not 
having, if you will, processing centers that can see each other, post 
offices that can see each other, is something the Postmaster Gen- 
eral wants to concentrate on. And we think that we can come up 
with a bill that maintains a level of service and most of the post 
offices, particularly rural. 

Senator TESTER. I will look forward to that. 

I think you touched on the issues that Congressman Rehberg and 
I both agreed upon, and that is that standard of service delivery 
has to be kept competitive. And I can tell you that what I see going 
on in rural America with some of the proposals that have come out 
makes it not competitive. 

And, we count too. That is all. 

Mr. CUMMINGS. Senator, let me say this— that Senator Collins 
kept these issues at the forefront of all of our discussions. 

As one who lives in an urban area and has grown up in one, I 
am very sensitive to this. I think that we have to legislate for all 
of America. 

Senator TESTER. That is right. 

Mr. CUMMINGS. And I get it, and I am not anxious to see our 
Postal Service— and all due respect to UPS, but I think we can do 
this. I really believe that. I do not think that we are that far, and 
being able to do it in a way that satisfies your constituents, but we 
have just got to make our minds up to do it. 

Senator TESTER. I agree with your 

Chairman CARPER. Finish your sentence, and then we are going 
to have to 

Senator TESTER. I will just say this; the reason that I oppose 
some of the things the Postmaster General has recommended is 
this— I do not oppose him because I do not think the Postal Service 
needs to be solvent— I think it does need to be solvent. We need 
to work towards that. I think that is an admirable goal, and we 
should try to achieve it. 

My concern is that the Postal Service will not remain competitive 
in rural America and, consequently, it will be gone. And that is a 
real negative for economic development. It is a real negative for 
seniors. It is a real negative for everybody. 

So I think we are on the same page, but when I object to the fact 
that some of the things the Postmaster General is putting forth I 
do not agree with, I am going to continue to do it. 

Mr. CUMMINGS. I understand. 

Mr. ISSA. Mr. Chairman, could I just take two seconds? 

Chairman CARPER. Please. I want to make sure if anyone else 
has any questions, they can 

Mr. ISSA. I would hope that we understand that the post office 
can remain competitive with a much lower level of service. The rea- 
son we want to maintain the service and we want to guarantee it 
in this bill is we want rural America to remain competitive. And 
if th^ do not get that level of service, it is harder to be a rural 
American and still compete in the 21st Century. 

So we totally support what you want to achieve. 

Chairman CARPER. Good. Anyone else? 
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Senator Ayotte, you were here first. Do you have anything you 
want to ask of these witnesses? 

Senator AYOTTE. J ust a brief question for both of these wit- 
nesses. 

Chairman CARPER. I would ask you just to be brief in your re- 
sponses, please. 

OPENING STATEMENT OF SENATOR AYOTTE 

Senator AYOTTE. I am new to this Committee, but one thing that 
really struck me in looking at this Government Accountability Of- 
fice (GAO) report— because we are going to receive testimony on 
this report today— was something that I think I am hearing from 
both of you, you would agree on. 

So I wanted to get your comment on it, which is the report says, 
if Congress does not act soon, the Postal Service could be forced to 
implement reforms to allow the post office to be sustainable, that 
if we do not act soon the Postal Service could be forced to take 
more drastic actions that could have disruptive, negative effects on 
its employees, customers, and the availability of reliable and af- 
fordable postal services. 

So I see this as many other areas that we have around here— 
whether it is preserving Medicaid, Social Security— that if we do 
not act soon on this the choices get harder. Is that true? 

Mr. ISSA. Absolutely. 

Mr. CUMMINGS. Senator, I agree wholeheartedly. We have to act. 
That is why I said it from the very beginning. 

We were so close in the last session, and I think that we can get 
there. We are not that far apart; we really are not. 

Senator AYOTTE. OK. Thank you. 

Mr. CUMMINGS. Thank you. 

Chairman CARPER. Senator Enzi, did you have a question for 
these witnesses? 

OK, Senator Begich. 

OPENING STATEMENT OF SENATOR BEGICH 

Senator BEGICH. Thank you very much, Mr. Chairman. 

Thank you both for being here. 

And, Congressman Issa, thank you for going up to Alaska. I 
know we had a good conversation about that opportunity, and you 
got to see what we would call a hub, and then you saw real rural 
Alaska. 

Mr. ISSA. Nowhere else do they use a hydrofoil to deliver mail. 

Senator BEGICH. That is right. It is an amazing place. No roads 
to access. You had to fly in. You had to figure out if it was going 
to be a boat or what to get to the next location. 

Sol appreciate that. 

I also want to say, thank you for just your comment here in this 
engagement with Senator Tester in regards to bypass mail. Alaska 
is very unique, and I think you experienced a long flight. 

But also it is not just about mail. It is about food. It is about sup- 
plies. Without that access and that affordable access, we would 
have situations that people could not afford to live or survive, lit- 
erally, out there. 
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I appreciate the work you both did, especially toward the end. I 
think you could feel the moment. I think Senator Carper was con- 
stantly reminding us of this moment that we were so close, but the 
clock ran out, and it was what it was. And I hope that we can get 
back to that in that broad sense because it is so important for my 
State, understanding the rural component, understanding the 
uniqueness of Alaska and getting things to places where you can- 
not just get in a car and drive down the street to the next Wal- 
Mart, seeing we have no Wal-Marts in rural Alaska to say the 
least. 

So, thank you for that understanding, and I want to continue to 
work with you through this Committee, through the Chairman, on 
making sure that Alaska and its uniqueness of that delivery— be- 
cause that is it. I mean, that is how we get food. 

And timeliness with the post office is critical, as you probably 
heard some examples when you were there that when food is 
shipped in, sometimes if it is delayed— and bypass mail actually 
consolidates it, gets it out quicker. Food may come through another 
system, not consolidated, not through bypass. And what happens 
then is it is rotten, spoiled or it cannot get to the customer in time, 
and it is no longer valuable. 

And if you are paying in some cases for half a gallon of milk or 
a gallon of milk, $12, you actually want it usable for at least a cou- 
ple days. 

So, again, thank you. 

I do not know if you have any comments, either one of you, on 
bypass mail or just the rural aspects of Alaska. 

I know, again. Congressman Issa, I cannot say enough about we 
had that one conversation, and then you took me up on the chal- 
lenge. And I thank you for that. 

Mr. ISSA. And, Senator, I just want to reiterate; fixing bypass 
mail is strictly about finding even greater efficiency. 

You are right. It is on a per pound basis, the most efficient way. 
On a per mile basis, one could imagine. To the extent that we 
touch bypass mail, our goal with the Postmaster General is to still 
make it affordable, to make it the least cost delivery system to 
those native islands, all kinds of rural parts that even in Montana 
they would call rural. 

Senator BEGICH. Senator Tester and I would agree on that. 

Mr. ISSA. Exactly. And so, I think we can do it, and particularly, 
we are looking at simply trying to make sure that there is max- 
imum efficiency, maximum choice. 

As you know, the concern that I started with was that I want 
to maxe sure that we not mix apples and oranges. 

There is another problem in Alaska. It is not my committee's re- 
sponsibility. Mr. Cummings is involved in this in his other com- 
mittee. And that is we have to ensure affordable air access to some 
places not available by roads. And I want to make sure that when 
we are done we empower the mail to be delivered as inexpensively 
as possible, but we try to make sure we preserve that affordable 
passenger service that has also been intertwined with the same 
carriers. 

And that is a sensitivity I know you have, and I want to make 
sure our committee has as we try to find a win-win solution. 
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Senator BEGICH. Thank you. 

Mr. Chairman, I will just make one last comment. It is very 
unique. And I do not know what plane you had gone on, but in 
Alaska we have what we call combis, which are when row 16 is ac- 
tually the front seats of the plane because the front of the plane 
is all cargo. And that is that unique mix that makes it affordable 
for passengers and freight. There is nothing like it in Alaska. 

Literally, I was in Alaska this weekend The day before I was 
ready to go to Homer, Alaska, Wien Airlines cancelled, totally, 
service. So we had to quickly switch, and there is only now one air- 
line going into this one community of several thousand people, 
which is very problematic for food and passengers. 

So I appreciate all your work, both of you. Thank you. 

Chairman CARPER. What do you call it? Combis? 

Senator BEGICH. Combis. The front half is cargo, and the back 
half is passengers. And in Alaska, cargo is higher value, meaning 
it is food, supplies, and you can get easily kicked off a plane if it 
means bringing out food or bringing in food. 

And for our fish products, this is how it is shipped out. I will just 
remind folks here 60 percent of all wild caught fish in this country 
comes from Alaska. 

So those combis are high priority, but they move food. And so, 
literally, when you get row 16, you should be very excited about 
that because that means you have at least three feet of leg room. 
But there is a blank wall. That is all the cargo that is in front, and 
it is delivered into it. 

Chairman CARPER. All right, thanks. 

Senator Pryor, would you like to speak? OK. As I said when we 
introduced our first two witnesses, a lot of times when Members of 
the Senate come and testify, and I am sure it is true in the House, 
it is really a perfunctory deal. And they come, we are courteous, 
they give their testimonies, and there are no questions, and they 
head out on their way. 

I wanted this to be more than perfunctory, and it certainly has 
been that. 

I said earlier I love the visual of the two of you sitting side by 
side, having a chance to work on a really important issue together. 

And before you leave, the last thing I will do is I want to just 
quote Albert Einstein, who said a lot of memorable things. One of 
the things that he said I think is especially memorable and appro- 
priate for today— "in adversity lies opportunity." That is what he 
used to say. 

We have plenty of adversity here but also plenty of opportunity, 
and we are going to seize that opportunity. We are going to seize 
the day. Carpe diem. 

And with that, carpe diem. We will send you on your way. God 
bless you. Thank you. 

Mr. ISSA. Thank you. 

Mr. CUMMINGS. Thank you, Mr. Chairman. 

Chairman CARPER. Our second panel is comprised entirely of 
generals— a Postmaster General and a Comptroller General. And 
neither of them are in uniform today. I guess they are in the uni- 
forms that they wear to work every day. 

We are happy you have joined us. 
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Our first witness is going to be Patrick Donahoe. Mr. Donahoe 
is the Postmaster General and the Chief Executive Officer (CEO) 
at the Postal Service. Mr. Donahoe has spent his entire career at 
the Postal Service, beginning as a clerk at the age of 12. 

All right, maybe not 12, but a young clerk in his hometown of 
Pittsburgh, spending many years in top leadership positions before 
being appointed Postmaster General in 2010. 

Good man, and we enjoy working with you. Glad you could be 
with us today. 

Our second witness on this panel is Gene Dodaro. Mr. Dodaro 
has served as the Comptroller General of the United States and 
head of the U.S. Government Accountability Office since 2010. He 
was the Acting Comptroller— that is when I first met him— when 
he came on board. 

And he is one of the witnesses I most enjoy welcoming. I want 
this to really put the pressure on him because he never uses pre- 
pared testimony. He speaks right off the top of his head. 

And we have hundreds of people who come before us and testify, 
and they have it right there in front of them. They have people 
whispering in their ears. And this man just sits there and delivers. 

You have heard the term, stand and deliver. He sits and delivers. 
And my guess is he will probably do it again today. 

And with that having been said— with that big buildup. Post- 
master General— good luck. We are happy you are here, and we 
look forward to your testimonies in helping us to develop consensus 
and get that ball in the end zone. Thank you so much. 

Postmaster General Donahoe. 

TESTIMONY OF HON. PATRICK R. DONAHOE,^ POSTMASTER 

GENERAL AND CHIEF EXECUTIVE OFFICER, U.S. POSTAL 

SERVICE 

Mr. DONAHOE. Good morning, Mr. Chairman, Dr. Coburn, and 
Members of the Committee. Thank you very much. 

Thank you, Mr. Chairman, for calling this hearing today to dis- 
cuss the dire financial conditions of our Nation's Postal Service and 
for the opportunity to provide details of the Postal Service's pro- 
posals to return to long-term financial stability. I am glad to be 
here to discuss these important issues which are now more urgent 
than ever. 

The Postal Service faces tremendous financial challenges. Last 
year, the Postal Service recorded a loss of $15.9 billion. It defaulted 
on payments to the U.S. Treasury of $11.1 billion. The Postal Serv- 
ice has exhausted its borrowing authority and continues to contend 
with a serious liquidity crisis. 

At one point last October, the Postal Service had less than 4 days 
of cash on hand to fund operations. For an organization the size of 
the Postal Service, which has revenues of $65 billion and a work- 
force of 495,000 career employees, this is a razor -thin margin. By 
way of comparison, most private sector companies usually have 
about 2 months of cash on hand. 

The Postal Service cannot continue on its current path. We are 
losing $25 million a day. We are weighed down financially by the 
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increasing burden of health care obligations, and we are projecting 
ever increasing financial losses unless significant financial changes 
are made to our business model. We have a responsibility to pro- 
vide and finance universal service to our Nation, but we do not 
have sufficient authority to carry out this responsibility. 

Fortunately, there is an alternative path. If Congress enacts leg- 
islation and legislative reform, the Postal Service can return to 
profitability, the Postal Service can return to long-term financial 
stability, and the Postal Service can avoid becoming a burden to 
the American taxpayer. It merely requires to providing the Postal 
Service with greater flexibility to adapt to a changing marketplace. 

Within our current business model, we have been very aggressive 
in our efforts to reduce costs. Since 2006, we have reduced the size 
of our workforce by 193,000 career employees. We have reduced our 
cost base by $15 billion and have consolidated more than 200 mail 
processing facilities. We are modifying hours at 13,000 post offices, 
and we have reduced 21,000 delivery routes. 

At the same time, we are striving to retain and generate new 
revenues. We have seen strong growth in our package business, 
and this has been fueled by an effective marketing and innovation 
system as well as the continued growth of e-commerce. 

Marketing mail continues to serve as a valuable marketing chan- 
nel, and we expect this part of our business to remain strong for 
a long time. First-Class Mail that businesses send continues to 
prove its value and has also been relatively stable. 

Fortunately, people like to receive hard-copy statements and 
other business correspondence through the mail; but unfortunately 
for us, they are electing to pay bills online. The result is that we 
have seen declines in First-Class Mail sent by residential cus- 
tomers, and this is a trend that we think will continue to erode 
postal revenues. 

Despite our best efforts to increase revenue and reduce operating 
expenses, we lack the flexibility in our business model to close a 
widening budget gap. This is the core cause of our financial chal- 
lenges. The Postal Service must generate roughly $20 billion in cost 
reduction and revenue generation by the year 2016 to return to fi- 
nancial stability. We are taking every reasonable and responsible 
step in our power to strengthen our finances immediately, and, in- 
de^, we have been directed by our Board of Governors to do so. 

Last week, the Postal Service announced the new 6-day package 
delivery and 5-day mail schedule effective the week of August 5, 
2013. The anticipated savings from this schedule, when fully imple- 
mented, is approximately $2 billion per year. This approach to our 
delivery schedule ensures continued growth in our package busi- 
ness and helps enable e-commerce throughout the U.S. economy. It 
also reflects the changing realities of America's mailing habits. We 
would urge Congress to eliminate any impediments to our new de- 
livery schedule. 

Market research conducted over the last few years has shown 
consistently high levels of support from the public for a new deliv- 
ery schedule. J ust this morning, CBS News released a poll that 
showed 71 percent of the public supports the new delivery sched- 
ule. The Postal Service also conducted a poll this weekend, and it 
showed an 80 percent support level. 
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Although discussion about our delivery schedule gets a lot of at- 
tention, it is just one important part of a larger strategy to close 
our budget gap. It accounts for $2 billion in cost reductions while 
we are seeking to fill a $20 billion budget gap. 

During the 112th Congress, the Senate passed S. 1789 which in- 
cluded many reforms sought by the Postal Service. Although this 
legislation was not enacted, we believe it could provide a frame- 
work for swift action in the current Congress. 

There are several key provisions needed in legislative reform for 
our business model. These include: 

Requiring the Postal Service to sponsor its own health care sys- 
tem, since a huge portion of our costs go to health care for employ- 
ees and retirees. This would go a long way toward resolving our re- 
tiree health benefit pre-funding obligation. 

Reforming our business model to remove restrictive governance 
issues. This would enable us to adapt much more effectively to the 
competitive marketplace and to changes in our finances. 

Transitioning to a new workforce based on a redefined employee 
of the future— this would include a defined contribution retirement 
system for employees joining the Postal Service after 2015, versus 
defined benefits. 

We would also like to see a proper calculation of our Federal Em- 
ployees Retirement System (FERS) surplus and to use those funds 
to pay down the debt of the Postal Service. 

Allow me to briefly discuss one of the most important opportuni- 
ties we have to steady our financial ship. This results in the way 
that we provide health care to our employees and retirees. 

There is substantial opportunity for savings— up to $7 billion 
worth in 2016 alone— for moving to a much more modern, respon- 
sive, customer -focused system. This would involve having the Post- 
al Service manage its own health care. We would competitively se- 
lect a large national provider. 

By moving away from the Federal system, nearly all of our em- 
ployees and retirees would get the equivalent or better health care 
coverage and pay less for it. The reduced costs to the Postal Service 
would enable a major recalculation of the retiree health benefit ob- 
ligation and, under some scenarios, might completely eliminate the 
need to fund the future Retiree Flealth Benefits (RFIB) payments 
in their entirety. 

The most important part of the health care proposals gets to the 
root cause of cost control. It bends the cost curve permanently 
downward, and there is little value to simply remortgage an 
unsustainable and growing obligation. We have to reduce these 
long-term issues for the long term. 

As we look at the challenges facing the Postal Service, I believe 
we need to put every option on the table. We need to make deci- 
sions, and we need to act. This is fundamentally an issue of adding 
up the items to get us to a $20 billion total by the year 2016. Re- 
solving our health care benefit obligations will not get us there on 
its own, neither will the delivery schedule changes that we pro- 
posed. We have to do every item that we have on our list. 

The financial problems of the Postal Service are getting bigger 
every year. If we had reformed the business model several years 
ago, we would be in much better shape today. But if we delay re- 
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form another year or more, we may never get back to the sustai n- 
able model, and we will put tremendous pressure on our continued 
liquidity. 

We need your help to pass legislation that allows for more rev- 
enue generation, and efficient and effective cost control, and makes 
fundamental changes to our business model. Without your help, the 
Postal Service could soon be running deficits— operating deficits— 
in the range of $10 to $15 billion dollars annually. If Congress acts, 
it can avoid a future scenario in which the Postal Service requires 
a taxpayer bailout, which could be in excess of $45 billion by 2017. 

We must change our business model. Time is not on our side. It 
works against us every day. To preserve our mission to provide se- 
cure, reliable and affordable universal delivery service, and to do 
so without burdening the American taxpayer, the Postal Service 
needs urgent reform to its business model. 

Mr. Chairman, let me conclude by thanking you and the Mem- 
bers of this Committee for recognizing the difficult challenges that 
we face and for your willingness to take them on this year. The 
Postal Service is a tremendous organization with tremendous em- 
ployees and it needs your help. 

The American people deserve a financially healthy and vital 
Postal Service. The Postal Service stands ready to work with this 
Committee to achieve that goal. 

Thank you very much. 

Chairman CARPER. Thank you, Mr. Donahoe. Thanks for your 
testimony. Thanks for your leadership and for your continued serv- 
ice from an early age. 

Mr. Dodaro, you are on. It is great to see you. Welcome. 

TESTIMONY OF HON. EUGENE L. DODARO,^ COMPTROLLER 

GENERAL OF THE UNITED STATES, U.S. GOVERNMENT AC- 
COUNTABILITY OFFICE 

Mr. DODARO. Good morning, Mr. Chairman, Ranking Member 
Coburn, and Members of the Committee. It is a pleasure to be here 
to discuss the Postal Service's financial condition. 

The Postal Service's financial condition has been on our high risk 
list for years. 

Chairman CARPER. It has been on and off, has not it? 

Mr. DODARO. It has gone on, off, and back on. I put it back on 
while I was Acting Comptroller, so I knew it was a serious issue. 
That was back in 2009 when we put it back on. 

It originally was on the list in 2001 and then came off in 2007 
after the 2006 reform legislation, but that, obviously, did not work. 
And that was a pre-recessionary period of time, before the mail vol- 
umes declined even more. So it has been on the list for years. 

Our assessment is the financial situation is dire, that declining 
mail volumes have not generated enough revenues in order for the 
Postal Service to meet its expenses and financial obligations. They 
have been increasing their borrowing. They are up to the $15 bil- 
lion debt limit in borrowing from the Treasury Department. They 
are accumulating large unfunded benefit liabilities for their pro- 
grams. 


iJhe prepared statement of M r. Dodaro appears i n the Appendix on page 110. 
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If you add the debt and the unfunded liabilities for the benefit 
programs together, currently, it is $96 billion. As a percent of their 
revenue in the last 5 years, it has grown from 83 percent of reve- 
nues to 147 percent of revenues. 

As the Postmaster General mentioned, there are severe liquidity 
problems right now. They also have not been able to come up with 
a financing plan to make capital investments in its delivery fleet, 
and many of the vehicles in the fleet are approaching the end of 
their life span. 

And, looking ahead, the mail volume for First-Class Mail, which 
is their most profitable line, is expected to continue to decline to 
2020 . 

So these are not the ingredients for a financially sustainable 
business model for the future. 

We have said, for years, comprehensive legislation and actions 
are needed. The Postal Service needs to act, and the Congress 
needs to act. 

Now from the Postal Service standpoint, since 80 percent of their 
costs are personnel costs, they need to continue to reduce the size 
of their workforce in an appropriate manner and in a compas- 
sionate manner. They need to look at the benefits also that are 
being paid to their employees to make sure that they are appro- 
priately siz^. 

There is also excess capacity in their mail processing system, and 
this, obviously, is a structural issue that thw have. And, at core, 
there is a structural issue between their ability to generate reve- 
nues to meet their expenses. 

They also need, in my opinion, to look at pricing for some of their 
products where they are losing money— Periodicals, for example, 
and also flat Standard Mail like catalogues, etc. Those two items 
together are not meeting their costs to the tune of about a billion 
dollars last year. 

They also need to look at new revenue sources. Packages are a 
bright spot in that regard, and they have a number of other issues 
and initiatives under way to generate revenues. But really, right 
now, there is nothing on the horizon that is going to stem the tide 
or the need to address their expenses to meet expected revenues in 
that period with the exception of some of the package areas. 

Now, with regard to the Congress, there are three things I would 
point out that the Congress ne^s to deal with in this comprehen- 
sive legislative package: 

First would be to modify the schedule for the prepayment of 
health care costs. We noted that the schedule that was included in 
the 2006 legislation had large fixed payments up-front. The Senate 
bill would have moved it to an actuarial adjustment, which we 
think would be helpful in that regard. 

But it is really important that the pre-funding continue to the ex- 
tent the Postal Service is able to financially meet those payments. 
Otherwise, you are just pushing the costs down the road, and with 
the specter of declining mail volume, you really are not going to be 
in a better position. Then to meet these costs than you would be 
doing it on a rationale basis. 

Second, we believe the collective bargaining statutes governing 
the Postal Service need to be modified and modernized. They were 
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set 40 years ago when the Postal Service was not in such a com- 
petitive position that it is now and its business model being in 
question. And we think that the Congress should require that the 
Postal Service's financial condition be given mandatory consider- 
ation in binding arbitration issues going forward for the Postal 
Service. 

Last, but certainly not least, is that the Congress has to facilitate 
the ability of the Postal Service to make changes to dealing with 
market conditions, mail volume changes, and to be able to have the 
flexibility to adjust their business operations. Now this, obviously, 
is very important as it deals with the service standards that have 
been set and some of the constraints that they have been operating 
under. And I think that the real policy issues that need to be ad- 
dressed by the Congress are to provide some flexibility in those 
standards but to make sure the Congress is clear on what stand- 
ards it wants. 

And I think the other issue is that oftentimes these service 
standards are looked at in a sort of one-size-fits-all means for the 
entire country. I am not sure that is a necessary requirement going 
forward and that there be more flexibility to deal with rural issues 
and to deal with other unique aspects of the conditions. 

So this is a really important area because if you go back and you 
think about the personnel costs are 80 percent of their costs, a lot 
of personnel costs are driven by the service delivery standards. 

So you have a structural issue built into your expenses on almost 
a fixOT basis, and you are faced with declining revenues coming 
from declining mail volumes. And so that structural issue needs to 
be dealt with in the legislation. 

I commend you, Mr. Chairman, Ranking Member Coburn, and 
Members of the Committee, for your commitment to legislation in 
this area. You need to act soon on this, as everybody has said this 
morning. I just put my two cents in, in addition to that because I 
think, otherwise, you are going to face a lot of unintended con- 
s^uences that nobody really needs to deal with in this particular 
situation. 

So I look forward to continuing to support the Committee, and 
we at GAO will do our part to the extent we can to help as you 
deliberate and shape the legislation going forward. 

So thank you for the opportunity, again, to be here this morning, 
and I look forward to responding to questions. 

Chairman CARPER. As always, we appreciate your being with us 
and testifying and appreciate so much the work that your team 
does at GAO in helping us in a lot of ways, to try to get better re- 
sults for less money. 

Dr. Coburn and I, and some others, look forward to being with 
you, I think, tomorrow when you roll out the GAO High Risk List. 
I describe that as our To Do List to find ways to stop wasting 
money. And so we are grateful for that as well. 

I am going to go back to something I mentioned earlier. I think 
General Donahoe mentioned this, but I want to go back to the issue 
of health care costs. I think you also alluded to this. 

I n terms of right-sizing the enterprise, looking at the distribution 
system that we have now, I think a lot of work has been done to 
rationalize it. 
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And I think if you look at what we passed in the Senate, in our 
legislation— moving to a modified 1-aay delivery in metropolitan 
areas; and in the rest of the country, 2 and 3-day delivery; the idea 
of giving the Postal Service the option of going from 6 to 5-day a 
week delivery within the next 2 years and knowing that some want 
to go sooner, but there is probably a compromise out there some- 
where that I think we can seize onto. 

If you look at the postal distribution centers— you look the smart- 
er way that we are using our post offices, especially in rural areas, 
not taking away and not closing the post offices but continuing to 
provide service m a more cost effective way. 

If you look at the rather remarkable reduction— in the workforce 
to the Postal Service, from roughly 800,000 employees not that 
many years ago to just under 500,000, without layoff, without fir- 
ing people, trying to be humane— and I think being humane— I 
think that is real progress and not often acknowledged. But that, 
frankly, is the kind of right-sizing that we need to do. 

The 800-pound gorilla in the room in terms of deficit reduction 
for our country is health care. If we cannot figure out particularly 
Medicare and Medicaid, and do it in a way that does not savage 
old people, poor people, then we are in real trouble long-term. And 
I think it is a real critical point for the Postal Service going for- 
ward. 

Congressman Issa raised the issue of Medicare. Postal employees 
pay into Medicare, but unlike most other employers around the 
country and their employees, they do not get much benefit, as does 
my wife who retired from DuPont. When she reaches 65, in about 
another 20 years 

Senator COBURN. Tomorrow is Valentine's Day, not today. 

Chairman CARPER. Oh, OK. [Laughter.] 

When their employees reach 65, no longer is DuPont the primary 
provider of health care. It is Medicare, and they provide the wrap- 
around, the Medigap coverage. 

And so that is one issue. 

The second issue is: Do we have the ability to create not a larger 
purchasing pool in the Federal Employees Health Benefits (FEHB) 
plan but actually a smaller purchasing pool that is comprised of 
postal employees, their dependents, postal retirees, and their de- 
pendents? To me, it is sort of counterintuitive but obviously not im- 
possible. 

So let me just ask Mr. Dodaro, Postmaster General over here and 
his folks have this idea for pulling the Postal Service out of FEHB, 
creating a smaller purchasing pool, and they think they can actu- 
ally get health care with the quality of the service just as good, for 
less money. Your reaction to that? 

Mr. DODARO. First, I want to be clear that the Postal Service, 
even if you set aside the pre-funding of health care benefits, is still 
operating at a deficit situation. So this is a big issue and needs to 
be dealt with. 

Second point I would make is that the $7 billion that the Post- 
master General mentioned that they would be able to save in this 
includes the $5.5 billion dollars in pre-funding, and then there is 
$1.5 billion in their estimates in terms of actually bringing down 
the costs of providing health care. 
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We are currently leaking at that issue in response to a request 
from this Committee. We are carefully looking at what effect it 
would have on the Postal Service employees, and what potential ef- 
fect it would have on the remaining part of the Federal employees 
health care benefits system. We expect to have our report out to 
you by J uly this year. 

So we are taking a careful look at it. There are no easy answers. 

I think a lot of people believe they could drive down the costs, but 
we are carefully looking at how those things could be handled. 

Chairman CARPER. Yes, we need your help and appreciate that. 

One other quick question and my time will expire in about a 
minute. New products. Postmaster General, just mention maybe 
the best, most promising three ideas for new products to generate 
revenues. 

Mr. DONAHOE. Thank you, Mr. Chairman. 

Three areas: First of all, securing the business First-Class Mail 
is critical for us. It is still our largest product even though First- 
Class has shrunk. This past year, we introduced the idea of two 
ounces for the price of one. It is giving mailers the ability to put 
extra messaging in their mail. We have seen a nice leveling off of 
that product, which is good cash flow from that product. 

Second of all. Every Door Direct, which is an offspring of direct 
mail, gives small businesses the opportunity to hit local customers 
in a real simple way. We have seen almost $700 million of growth 
in that product in the last year and a half. 

Package perspective? We have a couple of things there. We call 
it Early Bird. You bring the packages in the morning; we deliver 
them the same day. So working with Fed Ex, UPS, and some other 
big customers has really worked well. That has helped with a 14 
percent increase in package business over the last 2 years. And we 
have Metro Post, which is same-day delivery. We are starting that 
off in San Francisco. 

Chairman CARPER. OK, thanks so much. Dr. Coburn. 

Senator COBURN. Thank you. 

General Donahoe, I notice in looking at the numbers that your 
revenues were slightly lower this time last year, but yet your ex- 
penses were up 15 percent. You went from $70.6 billion in expenses 
to $81 billion. What accounts for that difference? 

Mr. DONAHOE. The biggest account there, was the double pay- 
ment that we were responsible to make into the retiree health care 
pre-funding. We were excused from that payment in 2011 but had 
to make two in 2012. 

Senator COBURN. And that accounted for how much? 

Mr. DONAHOE. That accounted for a total of $11.1 billion. It is 
$5.6 billion in 2012, $5.5 billion in 2011. 

Senator COBURN. OK. So if you had not had that $11.1 billion 
payment? 

Mr. DONAHOE. Our costs would have been relatively stable. 

The approach has been, from a cost standpoint, in a number of 
different areas, consolidation of the operations which we have 
talked about here before. Taking transportation costs out. Trading 
in the lesser-cost hours by working with the unions through either 
negotiated agreements or arbitrations where we can bring a person 
in for $35,000 a year versus an $80,000-a-year employee. 
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Those are all things that we have had to do to pull costs down. 

Now you have to understand; during that time, like any other or- 
ganization, we are facing upward pressure from inflation, health 
care, and gasoline. We are the largest user of fuel in the Nation. 
So that is a net reduction based on a lot of effort in this organiza- 
tion. 

Senator COBURN. Good. Pricing power and the ability to have the 
flexibility to match price with service— you do not essentially have 
that now, correct? 

Mr. DONAH OE. No, correct. 

Senator COBURN. But I do not see that mentioned anywhere in 
your bullet points of things that need to change. There is a sweet 
spot for First-Class Mail. Matter of fact, Mr. Guff^ from Shawnee, 
Oklahoma, mentioned the ability to have the pricing power. And I 
would love both your comment, and Comptroller Dodaro's, on why 
that is important and what that can do for your revenues. 

Mr. DONAHOE. It is critical. Well, on our charts of legislative 
goals, I think the third point on there is streamline governance— 
and that means pricing power; that means product power; that 
means service power, for our Governors. 

When the Postal Service was established in 1971, they were es- 
tablished with a Board of Governors just like a corporate board of 
directors that had all kinds of power. 

In between the establishment and the final solution, there was 
a Postal Regulatory Commission (PRC) put into place, with good 
intentions. I am not talking against the intention behind that, but 
it took the power away from the Board to set prices, set service lev- 
els, and set products. 

What we are asking for is to go back in that direction. We have 
no issue with a regulatory commission, but they should be strictly 
after-the-fact. This lets us move fast. It lets us get in the markets 
that you have already discussed here today. And as long as it is 
legal for us to do, we should be pursuing it. It also gives us the 
opportunity to change prices. 

Now I will say this from a price standpoint; let us resolve the 
cost issues before we go and start pushing prices up because there 
is a real demand quotient in there and we do not want to sink the 
system just by trying to generate some mail from a price increase. 

Senator COBURN. Comptroller Dodaro. 

Mr. DODARO. Obviously, in the dynamic market that the Postal 
Service is operating in now, flexibility on pricing is really impor- 
tant. The current structure sets it up in two tiers. One where they 
have a monopoly or market dominance in that area— there are 
price caps set. Then there is competitive pricing for other areas 
where they do have the flexibility to try and recover all their costs. 

And I mentioned a couple of these areas in my opening state- 
ment in terms of periodicals and catalogues where they are not cov- 
ering their costs now. They do have flexibility, but there are de- 
mand issues and the point of return where you do not want to 
drive down volume if you overprice in that area. But they definitely 
need some pricing flexibility to be able to move quickly in this envi- 
ronment. 


iJhe chart referenced by M r. Donahoe appears in the Appendix on page 84. 
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A lot of what is happening here has been driven by changes in 
technology, and those changes in technology are going to continue 
to occur and at a rapid pace. And so they nekl the flexibility. 

They need to have an accountability and oversight structure as 
well to be able to provide the necessary accountability and author- 
ity. 

Senator COBURN. Well, my time is about up. 

I just want to say this for the record. I do not think anybody has 
a tougher job than what the Postmaster General has, and the fact 
is the post office is in trouble. And I congratulate you. 

There are really 536 postmasters general, unfortunately, and the 
goal of our reform ought to be that there is one and that we give 
you the flexibility to do the service, to keep the standards there 
and have a system that offers the best service at the best price 
with the best quality the country can have. 

So I congratulate you— I know a lot of the things you have done 
are controversial, but leadership is about leading. And I want to 
congratulate you for having led. Thank you. 

Mr. DONAHOE. Thank you. 

Chairman CARPER. I approve that message. 

All right. Senator Enzi, you are next and then Senator Tester. 

OPENING STATEMENT OF SENATOR ENZI 

Senator ENZI. Thank you, Mr. Chairman, and I am pleased to be 
on this Committee because this first hearing particularly affects a 
lot of Wyoming people. Everybody in Wyoming, in fact. 

And we are one of the rural States too. I appreciated the Senator 
from Montana's comments earlier. The post offices are absolutely 
essential in our rural areas. 

And one of the difficulties that we have had was the list that was 
sent out saying that post offices were going to be closed, and I 
think it was a completely wrong process to go through. You said 
they were going to close, and you came in and explained that they 
were going to be closed, and then of course. Congress got in the 
way. 

But the best process for any of these people in any of these rural 
States, who have to solve problems themselves all the time, is to 
let them know how much it costs and ask them how they can re- 
duce the costs. I think you will be surprised at the innovative ideas 
that the people have so that they can continue to get the kind of 
service that they have come to expect from the post office. 

And another thing, because of our rural areas, that we have had 
some difficulty with is the mail sorting was moved to bigger areas. 
And you talked about what sounds like a great idea— same day de- 
livery. Well, we used to have same day delivery on the local stuff. 
They would drop it into a separate box that is local, and the people 
that are local sort and get it out to the people that live in the town 
that day. 

Now you drop it all in one box, and it takes a day to go to an- 
other town. They sort it. It takes another day to come back, and 
they get their local mail. 

The ones that I really hear from are the ones that have pre-sort- 
ed mail. Now, if it is pre-sorted, it is already ready to go out. But 
it is loaded on a truck. It is hauled 130 miles, and it has done noth- 
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ing with it. And then it is loaded back on a truck, and it is hauled 
back again, and it is delivered. 

They keep asking me, how come that has to happen, and the peo- 
ple that have that pre-sorted mail wonder why it then takes longer 
to get their mail out than it used to. 

So there are a lot of ideas out there in these rural areas that I 
think can cut down a lot of the costs. The post office is an essential 
part of the community in most of those places. Solicit their ideas, 
and there will be a lot less problems. 

Like I say, I am new to this. So I have probably got some ques- 
tions that have been answered before, but the biggest one that I 
am curious about— I know there has been this precipitous drop in 
mail volume across the country, and I know there are a number of 
reasons: The Internet, the popularity of email, and the lost art of 
letter-writing, which you might want to encourage through English 
classes. 

I still think that one of the biggest thrills that people get is an 
actual delivered, hard copy letter that they can keep or frame or 
whatever they want to do. And there are more and more of them 
being framed because they are so rare. 

But with this drop in total postal volume, has the Postal Service 
reduced the number of employees to reflect the reduced need? 

How do the employee numbers compare with the volume today? 

Has that number changed from 5 years ago? 

Mr. DONAHOE. Thank you. Senator. Let me address a couple of 
these issues, answer your question first, and then I want to come 
back on the service issues. 

First of all, our people do a tremendous job. They are very pro- 
ductive. You will hear a couple of our union presidents come up to 
talk about some of the things that they know from an employee 
perspective, but they do a great job. 

In the year 2000, we had 804,000 employees. Today, we have 
about 495,000. So our reduction in the head count has been contin- 
uous. We have done that without layoffs. We are proud of that fact. 

But, in that same time, mail volume has not dropped off that 
quickly. Our employees are much more productive on a yearly 
basis. I think, until the recession, we missed a couple of quarters 
in there. We had probably about 10 years of productivity improve- 
ments in a row, and we have 3 more years, even in a declining vol- 
ume. 

So our people do a great job. We have been very conscious of try- 
ing to cut costs ahead of time and trying to anticipate the volume 
loss that we have seen. 

From a service standpoint, there is a number of reasons why we 
do what we do as far as consolidating and moving mail to locations 
to sort. It is more efficient to sort mail through a large, automated 
mail sorting system that we have. I would be very happy to hear 
from our mailers locally, in cities in Wyoming, to see how we could 
speed that up, but a lot of it is due to the cost issues that we are 
faced with. 

And I think going forward— to your point. Senator Tester, Sen- 
ator Begich— from a rural perspective there are some special things 
we need to do. 



27 


We need to listen to our customers. We have done that in the 
cases of making some changes in post offices. We have had 13,000 
town hall meetings over the past year across the country, talked 
to customers to find out when the best time it is to serve them, how 
to serve them, and we have made changes accordingly and also 
saved some money that way. 

Senator ENZI. Well, thank you. I appreciate the 13,000 town 
meetings. 

I just want to reiterate again that if the towns could have been 
better prepared before the town meetings you might not have even 
needed the town meetings because I think they would have sup- 
plied some ideas for cost savings so they could still have this great 
community attribute. 

And I did not want to imply that the postal workers are not 
doing good work and efficient work. My father-in-law was a postal 
worker, and his dad was a postal worker. So we have a great inter- 
est in that in our family. 

Mr. DONAHOE. Thank you. 

Chairman CARPER. Senator Tester. 

Senator TESTER. Thank you, Mr. Chairman, and I want to thank 
both of you for being here today. I appreciate your being here so 
we can get a little information. 

Postmaster General, what was your loss for 2012 in total? 

Mr. DONAHOE. The loss for 2012 is $15.9 billion; $11.1 billion was 
due to the default on the pre-funding for retiree health benefits. 

Senator TESTER. OK. So, without the pre-funding of $11.1 billion, 
about $4.8 billion was your loss? 

Mr. DONAHOE. Yes. 

Senator TESTER. Mr. Dodaro, there have been all sorts of num- 
bers floating around on what Saturday delivery is going to save 
and what potentially it could cost in percentage of mail volume 
drop. Were you able to look at that at all? 

Mr. DODARO. The last time we looked at that, the proposal at 
that time was also to eliminate packages on Saturday as well, and 
so that has changed. So our prior analysis really is not up to date. 

But, I would say it is one of the areas where there is the largest 
opportunity for savings that we have looked at, but it would be de- 
pendent upon how they would make the transition in terms of re- 
aligning their employees to achieve the savings that are antici- 
pated, make the appropriate changes, and to see what the type of 
response would be from mailers and businesses in terms of the 
change over time. 

We have also said that this change alone is really not going to 
provide the answer, and if it is considered and included— it n^s 
to be part of a comprehensive package of reforms. 

Senator TESTER. So, before— when the packages were not being 
delivered, can you recall what the figure was? 

Mr. DONAHOE. I can tell you what the figure was. 

Senator TESTER. What was it? 

Mr. DONAHOE. The original estimate was $3.1 billion. We pulled 
that down to $2.7 billion as we have taken more costs out of the 
system with volume loss. 
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We think that it is probabiy around $2 biiiion now because we 
wouid have to add probabiy about $600 miiiion back in for what 
we caii dynamic routing of packages on the weekend. 

if you recaii, the originai proposai was to keep post offices open, 
maiibox deiivery on Saturday. 

Senator TESTER. OK. 

Mr. DONAHOE. And so the transportation and the post offices are 
ai ready open, so those costs are ai ready considered. 

Senator TESTER. OK. So have you estimated what the drop in 
maii voiume wouid be? 

Mr. DONAHOE. i wiii teii you we have spoken to a number of cus- 
tomers and have never been abie to ascertain the number. Our best 
estimate is around $100 miiiion in what we caii contribution. 

if you take a iook at what has happened on Saturdays, Senator, 
there have been many peopie moving away from Saturday as a re- 
quested deiivery day. Most of your circuiars— supermarket circu- 
iars— they are Monday through Friday. A iot of the cataioguers, as 
Mr. Ouadracci wiii teii you, they iike Monday, Tuesday and 
Wednesday. 

And so the choice was, if we had to eiiminate a day because we 
do not have 5 days worth of maii deiivery, it wouid have to be Sat- 
urday. 

Senator TESTER. Yes, i have you there. Actuaiiy, if you are going 
to eiiminate a day, i wouid agree with that. 

Didn't the Postai Reguiatory Commission research that said that 
with the post office ciosures on Saturday there wouid be a drop of 
over 10 percent— 10.3 percent to be exact— in maii voiume? 

Mr. DONAHOE. i know that when we went to the commissioner 
for a ruiing and an advisory opinion on Saturday, i think their 
number was a totai of $600 miiiion versus our estimate. 

Senator TESTER. And that 600 miiiion wouid reflect 10.3 percent? 

i do not have my caicuiator to do the math reai quick. 

Mr. DONAHOE. That is about 1 percent, $65 biiiion. 

Senator TESTER. OK. Weii, i do not know if you are going to deai 
with this anymore, Mr. Dodaro, or not, but it wouid be reaiiy good 
to get numbers that we couid reaiiy take a iook at because the fact 
of the matter is, i think, everybody on this dais wants to try to heip 
the Postai Service become more economicai. 

And that is one of my arguments. That is the argument that i 
made to Congressman issa and Congressman Cummings— that if 
we are doing things that actuaiiy reduce our maii voiume and re- 
duce the profitabiiity, we are heading in the wrong direction. 

Mr. DONAHOE. if i couid add a comment, i visited your State iast 
summer for a coupie of reasons: 

One, to taik to our customers about what they wouid iike to see 
in their post offices— and that heiped us to come up with the Post 
Pian— which was modified hours, keeping the maiiboxes avaiiabie. 

The other thing that peopie said to us was— and we heard this 
too with the Commission hearings— we understand maii is going 
away. You have to be efficient. 

Our iatest surveys that we just did this weekend, inciuding rurai 
areas, across the board said, the Postai Service must be efficient. 
But they aisotoid us, deiiver packages. 
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You told me, farm implements. A farmer cannot wait for Monday 
delivery. 

Senator TESTER. Pharmaceuticals. 

Mr. DONAHOE. We heard you loud and clear, and that is why we 
have come back with this proposal. We think it is a win-win. We 
know it is tough taking away Saturday delivery, but with the fi- 
nancial situation we are faced with 

Senator TESTER. Yes, I just 

Mr. DONAHOE [continuing]. We cannot see any other answer. 

Senator TESTER. What I need is numbers that work. 

Mr. Dodaro, are you going to do any more work on this, or is it 
done? 

Mr. DODARO. We definitely can. We have a good underpinning 
and understanding there. We will look at the cost savings, and we 
will look at the tradeoff issues in terms of what the estimates have 
been made for mail volume. 

Senator TESTER. Thank you very much. 

Mr. DODARO. And we will get that to the Committee as soon as 
we can.i 

Senator TESTER. Thank you very much. 

I appreciate, Mr. Chairman, my time has run out, and I have 
more questions but will submit them. 

The issue is this— if I might just close really quickly. 

We are changing mail standards in rural America. We are chang- 
ing them from one to three, to two to three. And, quite frankly, 
with the closure of some of the mail processing centers, it is going 
to be much longer than that. 

And you can argue with me if you want, but I will show you the 
mail once this all goes into effect. 

And I can tell you that if I have a piece of mail that has to go 
somewhere and it has to be there on a date and specific time, you 
have to be competitive or I am not going to use you. 

Mr. DONAHOE. We are still the best solution. I will be more than 
happy to come out to sit down and go through it. 

I have all kinds of data that shows exactly how much time it is. 

I will be more than happy to sit down, and we will go through it. 
OK? Thank you. 

Senator TESTER. Thank you very much. 

Mr. DONAHOE. All right. 

Chairman CARPER. All right, I think Senator Begich is next. 

Senator Begich, could you talk to us more about Alaska, please? 
Talk to us about that Alaska salmon. How good is it for us? 

Senator BEGICH. It is the best, and we do not like that geneti- 
cally engineered Frankenfish either. 

Chairman CARPER. Well, I just wanted to get that on the record. 

Senator BEGICH. I appreciate it. Someday we will get the Food 
and Drug Administration (FDA) here, and we will have conversa- 
tion. 

But, Mr. Chairman, congratulations on being Chairman. You will 
hear about Alaska every meeting. 


J-Mr. Dodaro's responses to questions for the Record from Senator Tester appear in the Appen- 
dix on page 287. 
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First, thank you for being here. Thanks for being part of this 
today and, again, thanks for the work you have done during the 
last hearing, last session, in trying to get somewhere. 

Mr. Postmaster General, last summer, you released a plan. At 
some point, the idea was to keep all the post offices open but mod- 
ify, reduce hours, kind of work that system versus shutting down. 

Can you assure me— of course, I am going to be parochial here- 
from Alaska's perspective, that means that post offices in Alaska 
will not be shut down in the rural areas especially, but you will 
end up just modifying hours based on the plan you had put out last 
year? 

Mr. DONAHOE. Yes. We listened to our customers. 

Senator BEGICH. You said, yes. I will stop you there. 

Mr. DONAHOE. Yes. 

Senator BEGICH. I never want to go further than an answer that 
is positive. 

Mr. DONAHOE. OK. 

Senator BEGICH. So I appreciate that. Second, you heard my con- 
versation with the two Congressmen that were here earlier in re- 
gards to bypass mail. I think you understand we have had multiple 
meetings on this about the importance of it. 

Mr. DONAHOE. Yes. 

Senator BEGICH. And I really appreciate your kind of recognition 
of that. 

Mr. DONAHOE. Yes. 

Senator BEGICH. And, as we have talked before, universal service 
includes getting mail to everywhere. 

Mr. DONAHOE. Right. 

Senator BEGICH. And sometimes it is more expensive. Sometimes 
it is less expensive. 

And that is your philosophy? That is still the same? 

Mr. DONAHOE. That is still the same. We know how important 
the U.S. mail is in the State of Alaska and many of the other is- 
lands that we serve all through the Atlantic and Pacific. 

Senator BEGICH. That is right. Very good. 

How much of your business— and I think you have told me this 
once before, or for the record. How much of your business is the 
last piece for UPS and Fed Ex— because you have relationships. Is 
it 1 percent? Five percent? Ten percent? 

Mr. DONAHOE. We have nondisclosure agreements with those 
companies. 

Senator BEGICH. OK. 

Mr. DONAHOE. But just to give you a perspective, though. Fed Ex 
is our fourth largest customer 

Senator BEGICH. OK. 

Mr. DONAHOE [continuing]. And UPS is now in the top 10. 

Senator BEGICH. OK, that gives me some understanding. 

I mean I am assuming they want to see this postal reform done 
as quick as possible. Is that a fair statement? 

Mr. DONAHOE. Absolutely. 

Senator BEGICH. If you are unable to, or we are unable to, accom- 
plish that, is there clearly— I mean, what do Fed Ex and UPS do? 

I mean, we are the last mile in some of these rural areas. Is that 
a fair statement? 
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Mr. DONAHOE. That is a fair statement, yes. 

Senator BEGICH. So what will happen? 

Mr. DONAHOE. I do not know. 

I will tell you this; it is not just Fed Ex and UPS. There are 
many other companies, banks, and mutual funds that are looking 
for reliable, affordable, dependable mail service. That is the key to 
resolving this issue. We do not want large companies like Citibank 
or Bank of America, as well as Fed Ex and UPS, to seek other 
ways to get their product delivered. 

We do a great job. We do it affordably, dependably. We want to 
continue to do that. 

Senator BEGICH. Assuming they can even find a network as built 
up as yours. Is that a fair statement? 

Mr. DONAHOE. There is no network as built up as ours, yes. 

Senator BEGICH. Right. Now that we are coming out of the reces- 
sion and the economy is getting better— I mean, I just saw a report 
that I just read that indicated Treasury had a surplus for the first 
time in 5 years in their j anuary month, which is because the econ- 
omy is better; people are working again. 

Are you seeing any stabilization, or is it still a deep slide, of 
First-Class Mail or general mail overall? 

Mr. DONAHOE. There are three key issues that we look at from 
a product standpoint. 

Senator BEGICH. OK. 

Mr. DONAHOE. Packages are increasing. We are seeing a double- 
digit increase, 17 percent, just for this last month of December, 
year over year. 

Senator BEGICH. That is good. 

Mr. DONAHOE. It is 14 percent over the past 2 years. That has 
been great. 

Senator BEGICH. OK. 

Mr. DONAHOE. Ad mail, direct mail— the most direct way to get 
to your eyes, better than TV, radio, or anything else— that has been 
very stable. We are starting to see that moving up with the econ- 
omy. 

Senator BEGICH. OK. 

Mr. DONAHOE. First-Class Mail— you have two things going on. 
Commercial First-Class— bills and statements that are sent 

Senator BEGICH. Right. 

Mr. DONAHOE Is pretty stable. 

Senator BEGICH. OK. 

Mr. DONAHOE. First-Class bill payments continue to drop at a 
rate of about 

Senator BEGICH. That is just individual, the Internet, PayPal, all 
that kind of stuff? 

Mr. DONAHOE. We have lost people paying bills online, which you 
cannot fight. It is free. 

Senator BEGICH. I understand. 

Mr. DONAHOE. And what is happening— if you put it in perspec- 
tive— is in the last 10 years, we have lost 60 percent of that volume 
and, just to put it in terms of revenue, $14 billion in revenue for 
that revenue stream. 

Senator BEGICH. Yes. 
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Mr. DONAHOE. If we did not have that volume drop off, we would 
not worry about pre-funding health care; we would not worry about 
6-day delivery. 

Senator BEGICH. No, I understand. I just wanted to 

Mr. DONAHOE. Right. 

Senator BEGICH. But a couple of those indicators are at least sta- 
bilizing and moving in the right direction? 

Mr. DONAHOE. Yes. 

Senator BEGICH. That is a good thing. 

Mr. DONAHOE. Yes. 

Senator BEGICH. OK, let me end there. 

Mr. Dodaro, let me ask you a question. Thank you for the report. 
Thanks for the work you have done. 

Let us assume for a moment the bill passes. Will you be part of 
the process of ensuring that those things we put in place, that we 
said and the Postmaster General said, will save X amount of 
money, to monitor that in such a way, or is that something we 
have to help you create that framework to make sure that hap- 
pens? Does that question make sense? 

Mr. DODARO. Yes, definitely. We will stay involved. As I men- 
tioned in my opening statement, the Postal Service is on the high 
risk list. 

Senator BEGICH. Right. 

Mr. DODARO. We will keep it on the high risk list until we are 
sure that the problems have been solved. 

Senator BEGICH. OK. 

Mr. DODARO. In other words, once the legislation has passed, we 
will not take it off until implementation is successfully achieved by 
the Postal Service, and so we will stay monitoring that situation 
and providing regular reports. 

Senator BEGICH. And based on the metrics within the legislation 
as well as what you have established through your office. 

M r. DODARO. That is exactly right. 

We made the mistake of taking them off too early before. 

Senator BEGICH. Right. 

Mr. DODARO. I am not going to make it twice. 

Senator BEGICH. OK, very good. Thank you very much. 

I know my time is up, and I will have some questions for the 
next panel. Thank you. 

Chairman CARPER. Senator Pryor. 

OPENING STATEMENT OF SENATOR PRYOR 

Senator PRYOR. Thank you, Mr. Chairman. 

And Mr. Chairman, I want to thank you for doggedly working on 
postal reform over the last few years but especially last year. You 
and Senator Lieberman, Senator Collins, and Senator Brown 
passed the Postal Reform Bill. A lot of people said you could not 
do that. So thank you for your hard work. 

And I am assuming that, Mr. Donahoe, you would agree that if 
the House had taken up the Senate bill or passed a bill similar to 
that and we had conferenced it and got it to the President, then 
you would not have recently made this announcement on the Sat- 
urday delivery— that the bill that the Senate had passed had provi- 
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sions in there to make sure this would not happen, at least for a 
couple of years. Do you agree with that? 

Mr. DONAHOE. Well, we need to move as quickly as we can to 
close the $20 billion gap, and that includes changing the delivery 
schedule. It is worth $2 billion. And I think sometimes people think 
that is not a lot of money, but to us it is a substantial amount. 

The volume is not there, and we need to move on. Package deliv- 
ery is what people are looking for, and that is what we are pro- 
posing. 

Senator PRYOR. All right, I do not want to bring up a touchy sub- 
ject, but let me go ahead and do it: Your legal authority for ending 
Saturday delivery. 

I know that in the appropriations bills over the years we have 
put provisions in the appropriations bill that basically say you have 
to deliver on Saturdays, or 6-day delivery. 

And there is P.L. 12-175, the Continuing Appropriations Resolu- 
tion that extends the Consolidated Appropriations Act of 2012; that 
is P.L. 12-174. And there is a section there. Section 101, that spe- 
cifically extends the funding levels of the fiscal year appropriations 
law under the authority and conditions provided and in the pre- 
vious funding resolution, except as otherwise provided by the Con- 
tinuing Resolution (CR). And the CR does not contain the lan- 
guage. 

So could you articulate for the Committee your legal authority 
under current law to end Saturday delivery? 

Mr. DONAHOE. We have, over the course of the last couple years, 
looked at everything we do— our networks, how we deliver, how we 
provide health care, everything including the 6- to 5-day delivery. 
We have challenged ourselves. 

I have talked here before as part of my testimony and written 
testimony about how we know we can save $7 billion with our own 
health care plan. 

We have challenged ourselves to figure out, from a standpoint of 
the legality, the 6 to 5-day mandates, and it is our interpretation, 
based on what my attorneys have told me, that we are clear to 
move ahead on this. 

Now we have time because I know people have said to me, well, 
there is a CR and it expires at the end of March. I would implore 
this Congress not to put any other restrictions on us from a 6- to 
5-day perspective. 

We have lost substantial volumes. We have lost 27 percent of our 
total volume, over 30 percent of First-Class volume. 

Every customer we have talked to, business senders, receivers 
say. Do the right thing. Be responsible. 

This is a responsible act. 

People have said to us, I want my medicine in the mail. 

We are going to do that. 

I want my eBay and my Amazon packages. 

We are going to do that. 

But we cannot afford— with the substantial $14 billion loss that 
we have seen in First-Class Mail— to continue to prop up 6-day de- 
livery if it is not needed and there is no demand for it. 

Senator PRYOR. Well, that was not really my question. 

The question is, what is your legal authority to do it? 



34 


You said you are satisfied that you have legal authority. I am 
not, and I am not sure the Committee is. I am not sure the Con- 
gress is. 

You do not have to do it right now, but I would like for you to 
articulate in writing what your l^al authority 

Mr. DONAHOE. We have provided a nine-page legal opinion to 
your staff.i So my attorneys will be more than happy to come up 
and talk with you. 

But again, I would implore you, let us move away from the 6- 
to 5-day delivery. It is $2 billion. It gives us the liquidity that we 
need now, and we need to move ahead and change these delivery 
schedules. 

Senator PRYOR. Because in 2011 you stated that Congress must 
act to allow the Postal Service the authority to determine delivery. 

Mr. DONAHOE. I agree with you. I agree. 

And in 2011 and 2010, I also thought that we were bound by a 
lot of the health care laws that we thought we had. As we have 
researched this, we have found a way to change the health care 
provisions in this organization to provide better health care to our 
employees and retirees and reduce this $7 billion cost a year that 
we are paying for pre-funding in health care for our employees. 

It is the same approach with everything we have done. We have 
challenged ourselves because we have had to. 

People have accused me of moving the goal posts. You do not 
want the Postal Service to fail in this country. It is my responsi- 
bility, and I have taken that responsibility to make sure that we 
do everything within our power. 

And I am imploring Congress, please do not force us back into 
a 6-day window. Let us make the move in August. It is well 
planned. Customers can take that to the bank. People will adjust. 
And we will make sure that we deliver what people want, and that 
is packages. Thank you. 

Senator PRYOR. Thank you, Mr. Chairman. 

Chairman CARPER. You bet. 

Let me— before we recognize Senator Levin— just say I think 
what you said, Mr. Donahoe, is you would like for the Postal Serv- 
ice to go from 6- to 5-day delivery effective— was it August 1? 

Mr. DONAHOE. August 5. 

Chairman CARPER. August 5. If we are still here in this Com- 
mittee, in this chamber, in the Senate and the House— if we are 
still here on August 5, debating this issue and postal reform legis- 
lation, we have failed. 

Mr. DONAHOE. Yes, I agree. 

Chairman CARPER. I have no intention— I know Senator Coburn 
and I think my colleagues here agree. We have no intention of still 
being debating these issues. It is imperative that we act. 

Mr. DONAHOE. Yes. 

Chairman CARPER. I call this the first overtime. I want us to get 
this done. 

And we have plenty of other stuff like cyber security to go into 
on the high risk list, and immigration reform and a whole lot of 
other things. 


iJhe document referenced by Mr. Donahoe appears in the Appendix on page 101. 



35 


Mr. DONAHOE. Yes. 

Chairman CARPER. And we need to. 

All right, Senator Levin. 

OPENING STATEMENT OF SENATOR LEVIN 

Senator LEVIN. Thank you, Mr. Chairman. 

And thanks to you and Dr. Coburn, I think we do have a hope 
of getting a postal reform bill done again this year. We did it last 
year without getting the House to agree to it. There were some pro- 
visions in there that were critically important in terms of reforms 
which were not law but were important, and so we have to con- 
tinue to try to move in that direction. 

I am not satisfied with your answer to Senator Pryor's questions. 
Postmaster General. 

First of all, the legal opinion which you sent to the Committee, 
I guess; I have not seen it. 

Mr. Chairman, do we have that legal opinion, and if so, can the 
rest of the Members get a copy of it? 

Chairman CARPER. I will ask our staff, do we have that legal 
opinion? 

STAFF. Yes, we do. 

Senator LEVIN. OK, well, perhaps you could 

Mr. DONAHOE. And, again, I would be more than happy to have 
the attorneys come up and spend time with you, too. 

Senator LEVIN. Yes. Well, a copy of that opinion would help. 

You ask us not to act, and what strikes me is what difference 
does it make whether we prohibit what you are saying you are 
going to do or not because apparently you believe you have the 
legal authority, despite what Congress has said, to cancel the sixth 
day. 

Mr. DONAHOE. What I am asking is that Congress would not im- 
plement any language that would prohibit us from moving away. 

Senator LEVIN. And I am asking you, what difference does it 
make whether we put that language in or not because you appar- 
ently believe that despite that language you have the legal author- 
ity to cancel that sixth day? 

Mr. DONAHOE. That is our interpretation of the way the law is 
written now— that we can move. But what I am asking is, please 
do not put language in that says, specifically, you cannot do it, be- 
cause I would obey the law and would not do it. 

Senator LEVIN. Well, that is important to hear, but you did say 
Senator Pryor said that Congress must act to allow the Postal 
Service the authority to determine delivery frequency. You said 
Congress must act, and we did act. And, despite what is in the law, 
your lawyer apparently is saying that you can cancel that sixth 
day. 

Mr. DONAHOE. I think it is important that we sit down and walk 
through our interpretation of the CR versus the appropriations. I 
think that would clear things up, from our opinion. 

Senator LEVIN. All right. Wei, we will look forward to reading 
that opinion. 

By the way, you have been very responsive in terms of certain 
information that I have asked relative to the contracts with Fed Ex 
and with UPS, and we appreciate that. We understand that they 
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are providing it to us confidentially because it has certain informa- 
tion in there which apparently is proprietary. Fair enough. 

And so we are not able to act on that. I cannot do anything with 
it because of the condition under which it is given to me, which I 
respect. I am not going to violate that condition, but on the other 
hand, I am handcuffed. 

And I think it is important that there be oversight of those con- 
tracts. Those are important contracts. They are important to us. 
They are important to those private entities. 

Fed Ex and UPS are profitable. We deliver a lot of their pack- 
ages. There is a benefit to us. We, apparently, make money on 
those contracts as well. 

But, in terms of the relative benefit. Congress has to have some 
mechanism to oversee those contracts, and so I do not know wheth- 
er the GAO can do it or— can you do that? 

Mr. DODARO. Sure, we can take a look at it, but we are bound 
by the same disclosure requirement. 

Senator LEVIN. Well, but you can give us conclusions as to 
whether or not 

M r. DODARO. I would be happy to look at it. 

Senator LEVIN [continuing]. These are fair. 

Mr. DODARO. Right. 

Senator LEVIN. I am not saying they are not. 

Mr. DODARO. Right. 

Senator LEVIN. I am not able to handle the material because I 
cannot do anything with it. Again, I respect proprietary limitations. 

Mr. DONAFIOE. We compete them. I mean, it is the American 
way. Compete the contract. Everything we do, we compete. 

Senator LEVIN. That is fine, but 

Mr. DONAHOE. Every contract in this Postal Service is competed. 

Senator LEVIN. That is fine, but it is also the American way that 
there be some congressional oversight of your contracts. I hope it 
is the American way. 

We do not have that oversight now. So, if the GAO can give us 
that review, I think it would be reassuring to all of us. I am not 
suggesting any other than there needs to be congressional over- 
sight and there is not, unless we can have some entity look at it 
that is able to give us some conclusions on it. 

M r. DODARO. We would be happy to do that. 

Senator LEVIN. Mr. Chairman, that is something I would like to 
see done, but I cannot do that. It is up to the Chairman as to 
whether or not to think that is something which is appropriate. 

Mr. DONAHOE. Our inspector general (IG) also does that. You are 
certainly welcome to that information. 

Senator LEVIN. So could we ask the GAO to do that? 

Chairman CARPER. You and I should talk about it offline and we 
will come back to Mr. Dodaro. 

Senator LEVIN. That would be fine. That is the Chairman's and 
Ranking Member's decision, but I would ask them to consider that. 

My time is up. Thank you, M r. Chairman. 

Chairman CARPER. All right, I asked Dr. Coburn about maybe 
having another round. Fie says, if we do that, we will be here at 
supper time with the next panel. 

Senator LEVIN. What is for supper? 
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Chairman CARPER. Well, it is not going to be that good. [Laugh- 
ter.] 

So we are going to forego another round. 

I do want just to follow up on questions from Senator Levin. The 
legal opinion— we appreciate, Mr. Donahoe, your providing that 
document. 

Mr. DONAHOE. Sure. 

Chairman CARPER [continuing]. Certainly for Dr. Coburn and 
myself and our staffs. I want to make sure that others on the Com- 
mittee and their staffs have received the same document. 

Mr. DONAHOE. Absolutely. 

Chairman CARPER. And the Postmaster General has offered to 
send their l^al team up to brief us and answer our questions. So 
let us take him up on that. 

And the other thing I want to say just in closing— again, thanks 
very much for coming. It has been a very helpful hearing. 

Sometimes people hold hearings to be able to put a spotlight on 
a problem. 

Sometimes people hold hearings to embarrass folks that ought to 
be embarrass^, maybe sometimes not. 

One of the reasons Dr. Coburn and I do hearings in many cases, 
in most cases— and certainly in this case— is to find out how do we 
get to yes, how do we resolve this issue, how do we solve this prob- 
lem. 

This is imminently solvable. That is not to say it is easy, but this 
is one we can fix. This is one we can solve. 

And I think the dialogue that we have had in the first two panels 
here today was constructive; I think there was a good spirit here 
with the Members of the Committee and with the House leadership 
here today on the relevant committee. That is all very encouraging. 

We still have a panel to go. We have some good witnesses here 
to add to that. 

The last thing I want to say that one of several banks that my 
family uses— when they first started offering service in Delaware 
I would go to the automated teller machine (ATM), Tom, and I 
would put in my debit card to get some money out. And I would 
put it in, and a message would pop up in the window of the ATM 
machine. And it would say the name of the bank, and then it would 
say: Friendly, but you will get used to it. 

Anyway, friendly, but you will get used to it. I like to think that 
is our motto for Delaware. 

But I just want to say I have noticed this year in traveling by 
airplanes that most of us do not like going through the security 
checks at airports. 

I ride the train most of the time, thankfully, but I have noticed 
the folks at the Transportation Security Administration (TSA)— 
first, I thought it was my imagination, but now I am not so sure 
that it is. I am sensing that a greater friendliness and a helpful- 
ness on the part of TSA 

Senator COBURN. You need to fly more often. 

Chairman CARPER. Maybe to Oklahoma. I will fly with you. 
[Laughter.] 

But, in any event, I am not sure it is my imagination or not, but 
we have certainly talked to the guy who runs TSA a lot about this. 
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But I think that they are beginning to start a little bit of a culture 
change and it is starting to take effect. I hope so. 

I just want to say when I walk into a post office for service, 
whether it is Delaware or any other place— in Delaware, they gen- 
erally know me, and for the most part they like me. Not everybody 
does, I am sure, but they are friendly and so forth. 

But too often, I see the provision of service in post offices that 
I would not describe as friendly and welcoming, and in some cases 
because the folks that are providing the service behind the counter 
have so much on them and they are trying to grapple with big chal- 
lenges. And I can understand that. 

I would just ask as we move forward and come through this 
tough time and, hopefully, emerge on the other side of the river, 
that we focus more on a friendliness, a customer friendliness, not 
just deliver the stuff door to door, which is important, but also as 
we go to the post office to drop off our packages or buy stamps or 
whatever. 

I would close with that. Dr. Coburn. 

Senator COBURN. I was just going to make the point that not 
many people do more oversight than we do. 

I trust Postmaster General Donahoe to make a good contract 
with Fed Ex and UPS. It is in his best interest. It is in the best 
interest. And it is kind of like us telling the National Institutes of 
Health (NIH) which electron microscope to buy. 

There comes a point where we are questioning everything, and 
the fact is we ne^ to question the real problems that we have 
right now in terms of service, delivery, and price. And we need to 
give the post office the flexibility to do what they can do to prepare 
to offer that service in a way that puts them back in fiscal health. 

And I think we have a great team there. We have great employ- 
ees, all the way down the line. We need to give them the flexibility 
to do that. 

And like I said— I will emphasize again— our problem with the 
post office is we have 536 postmasters general, and until we change 
that and let somebody run the post office and let us look appro- 
priately at their performance, rather than second-guessing every 
small item, we are never going to get out of this. 

And I fully support you going to 5-day delivery. I think it is an 
absolute must. And even if we delay it 2 years, all we are going 
to do is waste $4 billion that we could have saved in a time when 
we are running huge deficits, and we are going to have to expand 
your borrowing capability to do that. 

So thank you both for being here. 

Mr. DONAHOE. Thank you. 

Chairman CARPER. And, with that, gentlemen, we will bid you 
adieu. Look forward to seeing you soon. Thanks very much for your 
input today. Good to see you. Thank you. 

And we will invite our third panel of witnesses to come forward 
at this time, please. 

While our witnesses are gathering for the third panel, let me just 
take a moment to express our appreciation for the members of our 
staff on both the Democratic and Republican side. I know we have 
our differences from time to time, but I especially like the idea of 
not just the Members working together but our staffs working to- 
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gether. I think we had a lot of cooperation as we put together this 
panel and the other panels and pr^ared for this hearing. 

So thank you all for your work on that. 

Panel No. 3, the third and final panel. And I like to say we are 
saving the best for last, but the other two were pretty good. They 
were pretty good panels too, so we will see. 

I will make very brief introductions for our third panel, and then 
we will ask them to proceed with their testimony. 

The first witness on panel three is Cliff Guffey. Good to see you. 

Mr. Guffey has served as President of the American Postal Work- 
ers U nion (AP WU ) si nee 2010. 

We enjoy working with you very much— you and your team. 

Senator COBURN. He is an Oklahoman. 

Chairman CARPER. Is he really? 

Senator COBURN. And I would note that he has facial hair too. 
[Laughter.] 

Mr. GUFFEY. I was going to say you look better than most 

Chairman CARPER. I asked him to introduce you— well, we are 
glad you are here, Mr. Guffey. 

Next, we have] eanette Dwyer. 

J eanette Dwyer is President of the National Rural Letter Car- 
riers' Association, held that position— I want to say it is your sec- 
ond year, right? 

Ms. DWYER. Yes. 

Chairman CARPER. Since 2011. Good. Very nice to see you. 
Thank you. 

N ice to see you, M r. Rapoza. Also, we have three presidents here. 

Mr. Rapoza is the National Association of Postmasters of the 
United States. This is, I think, your third year since 2010 as I re- 
call. Very nice of you to come. Thank you for joining us today. 

And where are you from, Mr. Quadracci? 

Mr. QUADRACCI. Wisconsin. 

Chairman CARPER. Wisconsin. Senator Baldwin was here earlier. 
You may have seen her, and she has another hearing that she 
needs to be at. She said if she got back in time she wanted to be 
able to introduce you. I do not think she is going to be able to. So, 
from her to you, welcome. We are glad that you are here, and she 
is as well. 

You are, as I understand, you are the Chairman and President 
and CEO of Quad/Graphics, a printing company founded by— is it 
by your dad? 

Mr. QUADRACCI. [Nodding affirmatively.] 

Chairman CARPER. By your dad in 1971, all right. 

Is your son or daughter going to take it over when 

Mr. QUADRACCI. I have three daughters and they are all under 
the age of 11. We have a ways to go. 

Chairman CARPER. You can never start too early. 

Finally, Richard Geddes, and Mr. Geddes is an Associate Pro- 
fessor at Cornell University and a visiting scholar at the American 
Enterprise I nstitute. 

One of the reasons why we had this hearing here today as op- 
posed to last week is because you were not available to be with us 
last week, and Dr. Coburn said wisely that he thought we should 
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wait, and I think you are worth the wait. So we are delighted that 
you are here. Welcome. 

Mr. Guffey, I think you can start it off if you want, and we will 
ask you to keep your testimony to about 5 minutes 

Mr. GUFFEY. Thank you, sir. 

TESTIMONY OF CLIFF GUFFEY,^ PRESIDENT, AMERICAN 
POSTAL WORKERS UNION 

Mr. GUFFEY. Good morning. Chairman Carper, Dr. Coburn, and 
Members of the Committee. I am Cliff Guffey, President of the 
American Postal Workers Union, and I must say I have been very 
heartened by the spirit of cooperation between the parties here 
today. It is very stirring as an American citizen to see how this is 
playing out. 

The Postal Service has income of $65 billion a year. The Postal 
Service's Chief Financial Officer reported recently that the Postal 
Service has an annual cash flow of more than $140 billion. That 
is one way to measure the importance of the Postal Service to our 
economy. 

In addition to its importance to businesses, it is important to or- 
dinary citizens. Many towns and cities have protested against the 
closing of mail processing facilities and post offices. For small com- 
munities, the post office is still an important part of the town's 
identity and an important communications center. 

Many people in this country do not have access to the Internet. 
According to a recent study by the Pew Center, one in five Amer- 
ican adults do not use the I nternet; 40 percent of American adults, 
nearly 100 million people, do not have broadband access. Senior 
citizens, adults with less than high school education, and those liv- 
ing in low income households are the least likely to have Internet 
access. 

For the 36 years before the passage of the Postal Accountability 
and Enhancement Act (PAEA), the Postal Service was always 
changing. It had to change from a manual mail processing oper- 
ation to a mechanized operation to an automated operation. 

Through all those changes, it has been the world's best postal 
system. It did this by adapting to new technologies and new chal- 
lenges. The Postal Service has been well aware of the impact of the 
I nternet, and it has been developing strategies to deal with it. 

From 2000 to 2006, before the passage of the PAEA, the Postal 
Service reduced its employee complement by approximately 
100,000 people. Almost 80,000 of those cuts came from bargaining 
units represented by the APWU. Since the passage of the PAEA, 
the Postal Service has reduced APWU bargaining unit employees 
by another 86,000 employees. 

But the PAEA did not cause the Postal Service to begin to 
change. The Postal Service was already in the middle of a rapid 
change. Change has been an ongoing process. 

Unfortunately, the crisis caused by the pre-funding requirement 
for retiree health benefits is forcing the Postal Service to go too fast 
and too far. It is on the brink of cutting services in ways that will 


iJhe prepared statement of Mr. Guffey appears in the Appendix on page 127. 
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permanently damage the Postal Service by making it less useful. 
This would be a tragic mistake, and it is unnecessary. 

Calls for privatization of the Postal Service would take policy in 
the wrong direction. Universal service at a uniform rate is being 
provided without any government subsidy. Privatization would in- 
evitably lead to a loss of service for economically disadvantaged 
communities. 

There is enough mail volume in our system to continue to pro- 
vide universal service. We need to consider increasing postage rates 
so that service can continue. Our postal rates are very low com- 
pared to other industrialized countries. This includes countries 
where postal services have been privatized. Our rates are lower. 

We appreciate the leadership shown by Chairman Carper and 
this Committee in addressing the problem caused by pre-funding 
retiree health benefits. The Postal Service has pre-funded $46 bil- 
lion for retiree health benefits. That is more than enough. The pre- 
funding requirement should be stopped. 

S. 1789 in the last Congress also would have made another im- 
portant change by authorizing the Postal Service to offer additional 
products and services. 

The Postal Service could partner with other Federal agencies, 
and with State and local governments, to make government serv- 
ices more accessible. 

There are a number of other ways the Postal Service can provide 
useful services to the public while increasing its revenues. These 
include providing secure digital mailboxes. The Postal Service could 
build on its role as a provider of secure money orders to begin pro- 
viding banking services for people in need of inexpensive and read- 
ily available banking services. 

These types of changes are necessary. We need to preserve our 
post offices for the benefit of the communities they serve. With 
these changes, the Postal Service can keep providing essential serv- 
ices and add new services. 

We urge Congress to stop the pre-funding requirement, to re- 
move the cap on postal rates, and to authorize the Postal Service 
to provide additional services. The time for action is now. We will 
do whatever we can do to help Congress and the Postal Service 
make these changes. 

Chairman CARPER. Thank you so much for being here, for your 
leadership and for those comments. Thank you. 

Ms. Dwyer, welcome. 

TESTIMONY OF J EANETTE P. DWYER.i PRESIDENT, NATIONAL 
RURAL LETTER CARRIERS' ASSOCIATION 

Ms. DWYER. Chairman Carper and Members of the Senate Home- 
land Security and Governmental Affairs Committee, my name is 
J eanette Dwyer, and I am President of the National Rural Letter 
Carriers' Association (NRLCA), which represents over 113,000 bar- 
gaining unit employees. 

Our craft epitomizes the concept of a universal service by pro- 
viding these services in rural, suburban, and urban areas through- 
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out the United States, including places that the Postal Service's 
competitors do not go. And we do this in a most cost effective way. 

Rural letter carriers are paid under an evaluated system that 
ties their salaries to a variety of factors— most notably, mail vol- 
ume, boxes served, and route mileage, particular to their individual 
routes. In good times, when a route grows, salary increases. But 
when volume goes down on a route, for instance, the carrier may 
receive less pay. We are the only postal employees who provide this 
type of service to the Postal Service. 

Rural letter carriers are also doing their part to generate new 
business and revenue for the Postal Service. Through the Rural 
Reach Program, rural letter carriers actively approach businesses 
on their routes that are using competitors. As of February 1, 2013, 
Rural Reach has generated more than $313.5 million in new busi- 
ness for the USPS. 

The NRLCA and its members care deeply for the Postal Service 
and the service it provides to Americans, and we are greatly con- 
cerned about the apparent direction it is going. The Postmaster 
General's plan to eliminate Saturday mail delivery will destroy the 
Postal Service. The NRLCA does not support this plan nor do we 
believe that the Postal Service can implement this plan without 
congressional action. 

The Postmaster General himself recognizes that he cannot cir- 
cumvent Congress to implement his plan. The Postal Service's own 
Web site states in its Frequently Asked Questions that in order to 
eliminate Saturday delivery "Congress must elect not to renew the 
legislation requiring the Postal Service to deliver 6 days a week." 

In the past 2 years. Postmaster General Donahoe has testified 
twice before Congress, including once before this very same Com- 
mittee, that the Postal Service is asking Congress to enact legisla- 
tion that would grant him the authority to r^uce mail delivery to 
5 days. Fie said the same thing to us in Savannah, Georgia, at our 
national convention before 3,000 rural letter carriers and their fam- 
ilies. 

Whether it is the current Postmaster General or his predecessor, 
J ack Potter, both have recognized that if the Postal Service wants 
to eliminate a day of delivery they must first seek congressional ap- 
proval to remove the 6-day delivery requirement from the relevant 
legislation. 

We share the same concern echoed by Senators Pryor and Levin. 

So why does the Postmaster General now believe he can elimi- 
nate mail delivery without congressional approval? 

Beyond questioning the legality of the Postmaster General's uni- 
lateral actions, there is also good reason to question the Postal 
Service claim of how much money it will save by reducing service. 
In a recent letter to Postmaster General Donahoe and Postal Regu- 
latory Chairman Ruth Goldway, Senator McCaskill and Congress- 
man Gerry Connolly expressed their concern that 'The USPS did 
not adequately consider the impact of eliminating a day of mail 
service on rural and remote communities. We believe 6-day deliver 
remains a critical strength and a competitive advantage for the 
USPS that will enable it to grow business and bolster revenue over 
the long run." 
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Indeed, the Postal Service can ill afford to eliminate 6-day mail 
delivery. The NRLCA firmly believes that any savings occasioned 
by reducing delivery days will be offset by the lost revenue that 
will occur when consumers and businesses look to the Postal Serv- 
ice's competitors to have their mail, packages, and products deliv- 
ered. Less service ^uals less mail equals the beginning of the end 
for the Postal Service. 

And then there are jobs. At a time when unemployment hovers 
at 7.8 percent, this is no time for massive layoffs. We believe that 
the Postmaster General severely underestimated the number of 
jobs that would be lost when he put that number at 22,500. The 
NRLCA alone would experience the loss of approximately 20,000 
jobs. That number could reach upwards of 30,000 jobs depending 
on availability of work. 

Mr. Chairman, the Postmaster General was dead wrong when he 
stood up at his press conference and said that he talked with letter 
carriers and they support the reduction to 5-day delivery. I can as- 
sure you that rural letter carriers do not support the elimination 
of Saturday delivery. 

The nature in which the Postal Service announced its decision to 
eliminate Saturday mail delivery is troubling. 

First, Postmaster General Donahoe gave us less than 24 hours 
notice of the announcement. 

Furthermore, the NRLCA has received reports that postal man- 
agers throughout the country had been conducting standup talks to 
rural carriers and other employees regarding this plan. Managers 
have reduced employees to tears with warnings that they will lose 
their jobs. Think about getting this news and then being sent out 
to deliver mail to your customers who are surely going to question 
you about the Postal Service's plan. 

This is not the way to manage a business, maintain harmonious 
labor relations or bolster employee morale, especially at an organi- 
zation that consistently ranks as the most trusts government 
agency because of the loyal, dedicated, and trustworthy employees 
who make up its workforce. 

I must point out the severe hardship that will be visited on rural 
America if our customers and small business lost a day to send and 
receive mail. We cannot afford to move backwards. We must con- 
tinue to provide the service our customers expect. 

Thank you, Mr. Chairman, for allowing me to testify before the 
Committee today. I would be happy to answer any questions you 
may have. 

Chairman CARPER. Thank you for accepting our invitation and 
for your being here today and those comments, and we look for- 
ward to asking some questions if we could. Thanks. 

Mr. Rapoza, please proceed. 
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TESTIMONY OF ROBERT J . RAPOZA.^ PRESIDENT, NATIONAL 

ASSOCIATION OF POSTMASTERS OF THE UNITED STATES. 

Mr. RAPOZA. Chairman Carper, Ranking Member Coburn, and 
Committee Members, I am Robert Rapoza, President of the Na- 
tional Association of Postmasters of the United States (NAPUS) 
and Postmaster of Honokaa Post Office, in Hawaii. 

Last year, NAPUS joined with the Chairman and Members of 
this Committee in promoting S. 1789. We recognize that the legis- 
lation was imperfect. However, it offered the best opportunity to 
provide the Postal Service with essential breathing room to restore 
the Postal Service to viability, and we look forward to join with you 
again this year to advance meaningful legislation. 

Absent constructive postal legislation, the Postal Service re- 
sponded to those challenges that are within its control. At the very 
least, it is time for Congress to pass legislation that addresses 
those challenges that Congress may have created. 

This three-legged stool leading to disaster consists of: Nonstop 
cost-cutting by tne Postal Service, unfair congressional ly imposed 
financial obligations, and failure to reach a compromise on funda- 
mental differences regarding postal legislation that exist within the 
Congress. 

One of the most damaging impediments to postal sustainability 
within your control is the statutory requirement that the Postal 
Service pre-fund 75 years of retiree health benefits. No other enti- 
ty, public or private, is under such an obligation. And 70 percent 
of the Postal Service's recent losses are tied to this pre-funding re- 
quirement. 

Kicking this can down the road has already damaged the image 
of Congress, as well as the Postal Service's ability to provide the 
service that Americans expect and deserve. Postmasters and the 
communities we serve have made painful sacrifices as the Postal 
Service attempts to drive down the cost of providing an essential 
public service. 

With the implementation of the initiative known as POStPlan, 
full-time postmaster positions have already been reduced, and upon 
completion, more than 50 percent of the Nation's post offices will 
offer the public 6 or less hours of service. American access to these 
post offices will be based on work hours, with both postmaster or- 
ganizations working with the Postal Service to save universal serv- 
ice by reducing post office hours to earned work hours and not con- 
venience and accessibility. Convenience and accessibility will be in 
your hands. 

Revenue generation must be included in legislative relief. Con- 
gress should enable the Postal Service to expand the variety of 
products that can be mailed to include wine and spirits, and future 
legislation should authorize greater pricing flexibility for the Postal 
Service within its market -dominant classes of mail. 

And, finally, as the small parcel market expands, the Postal 
Service must be in a position to capture a significant share of it. 
The physical presence of post offices provides a major competitive 
advantage to the Postal Service's participation in the parcel mar- 
ket. 


iJhe prepared statement of Mr. Rapoza appears in the Appendix on page 155. 
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It is crucial that the Postal Service be able to partner with other 
Federal agencies and municipal governments in delivering essen- 
tial government services. For example, as we heard Chairman Issa 
this morning, we understand the Social Security Administration 
(SSA) is exploring the use of Social Security cash cards as an alter- 
nate to paper checks for beneficiaries who are unable to utilize, or 
those who do not want to direct deposit their annuity. The post of- 
fice could easily verify identity and residence, and the local post of- 
fice could be the location where such cards could be reloaded on a 
monthly basis. 

In addition, in the wake of natural disasters that impact specific 
communities, the post office could be the distribution point for the 
Federal Emergency Management Agency (FEMA) cash cards to as- 
sist in relief efforts. 

Senators, it will be a sad day for America if Congress is incapa- 
ble of reaching a compromise on meaningful postal legislation. 

As we have heard this morning, some view the Postmaster Gen- 
eral's recent actions as acts of desperation which are doomed to 
backfire while others view it as part of a bold calculated plan for 
the survival of the Postal Service, an organization of which I have 
been an employee for the past 46 years. In either case, my fear is 
that if this Congress does nothing to resolve their fundamental dif- 
ferences on postal reform, the integrity of our Nation's universal 
postal system, which was constitutionally established more than 
230 years ago, will be irrevocably compromised. 

As President of the National Association of Postmasters of the 
United States and on behalf of the Nation's postmasters, I urge 
this Congress to promptly respond to the postal crisis and construc- 
tively assist the Postal Service to continue to provide the products 
and services that Americans expect and deserve. And I pledge that 
during the remaining months of my term in office NAPUS will as- 
sist the Chairman and this Committee to that end. 

Thank you for inviting me to testify on behalf of our Nation's 
postmasters. The future of the Postal Service is in your hands, and 
may God bless you. 

Chairman CARPER. Thank you. Pray for wisdom for us, if you 
would. 

It is also in your hands, in the hands of all of our leaders and 
those who testified earlier and those who, frankly, will not have a 
chance to testify. 

But this is a shared responsibility. We have a responsibility to 
provide leadership just as you do for your organizations, and Dr. 
Coburn and I fully intend to provide that leadership. And I think 
we heard this morning from Chairman Issa and from Ranking 
Member Cummings from the Flouse that they intend to join us in 
providing that leadership. 

So I am encouraged. I hope you are as well. 

Mr. Quadracci, we are happy you are here. Pretend I am Tammy 
Baldwin, your Senator, welcoming you. 

Mr. Quadracci. You do not look anything like her. 

Chairman CARPER. We are glad that you are here, and I am sure 
she is as well. So we are glad you are here. 
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Actually, you have, I think, two Senators— Ron J ohnson, who 
also serves on this Committee. So, for both of them, welcome, and 
from all of us, thanks. 

TESTIMONY OF J OEL QUADRACCI,^ CHAIRMAN, PRESIDENT 
AND CHIEF EXECUTIVE OFFICER, QUAD/GRAPHICS, INC. 

Mr. QUADRACCI. Thank you and thank you for giving me the op- 
portunity to talk about the impact of the postal issues on our in- 
dustry, both the printing and mailing industry, as it is a very large 
and important one to the United States. 

Mr. Chairman, as you said, Quad/Graphics was founded by my 
father in 1971. I was born in 1969. So you can imagine that I have 
grown up around print my entire life. As they say, ink is pretty 
much in my veins, and I know a lot about it. 

I also know that at the end of the day print is not dead. I know 
I am supposed to think it is dead because I read about it a lot, in 
print. Nothing could be further from the truth, but the industry 
has a lot of challenges with it. 

At the end of the day, print is continuing to change how it is 
being used by marketers out there, and I think that is a really im- 
portant fact that everybody has to keep in mind— that how we look 
at print historically is not how it is going to be used in the future 
or even now. 

And when we think about comparing it to other countries in 
terms of the postage rate system we have, from a marketing stand- 
point, this country is the most competitive that I have seen, and 
we are operating all over the world. And so it is not really apples 
to apples to say how print is used here is the same as how it is 
used elsewhere. 

Some examples of how things are changing— and the post office 
was very helpful with this, with the advent of things like the Quick 
Response (QR) code. Marketers are really trying to figure out now 
how to use all different media channels together. The days of sort 
of a siloed approach where you have a print strategy, you have an 
online strat^y, a TV strategy are over, and everyone is trying to 
look at it horizontally and say how does this work together. 

One example with the QR code; we were able to help our cus- 
tomers. One customer in particular used the QR code to do product 
demonstrations. So when you saw the product in print, you 
snapped it on your phone; you immediately saw a product dem- 
onstration which led to about a 20 percent increase in sales of that 
product. And so it is a perfect example of how all these media 
channels are coming together. 

And it is important, again, when we think about print, the imme- 
diacy of print is going to continue to be even more important than 
it was in the past because the consumer is very finicky. The con- 
sumer is using all channels. The only two media channels I think 
that they have ever jettisoned for another one are smoke signals 
and Morse Code. The rest have all been layered on, and they are 
very ambidextrous. 


iJhe prepared statement of Mr. Quadracd appears in the Appendix on page 163. 
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And so one of the main points I wanted to make today is that 
print is very important. It is alive and well. But it is changing rap- 
idly, and marketers are changing how they use it. 

The other important thing to note is that with the printing and 
mailing industry, the post office may be a $65 billion business, but 
the rest of the industry that is associated with it, that is directly 
impacted by it, is a $1.3 trillion business with 8.4 million Ameri- 
cans being supported by it in some way, shape, or fashion. In Wis- 
consin alone, we have over 200,000 people who rely on the post of- 
fice for what it does in their jobs. 

What we are seeing is a crisis of confidence. The rate at which 
we are solving this is causing problems in our business. It is caus- 
ing problems in our customers' business because the uncertainty is 
there; they are not sure what to do. They are trying to figure out 
where they spend their money, and they have not figured out this 
horizontal marketing scheme yet. 

I was with a major retailer in Cincinnati yesterday and we had 
the same conversation. And they said about the change in strat^y 
with the number of days being delivered, it is, well, we have to fig- 
ure that out because sales on weekends are extremely important to 
us. 

So, I urge this Committee to move forward. I have heard a lot 
today that is very promising that we will get some solutions here 
because our customers are demanding and also the competition is 
real and it is out there. And when people do not have it figured 
out yet, they may move away from a medium— that might hurt 
them in the long term— to try and solve that problem. 

The other thing that I want to talk about is the importance of 
right-sizing the ship. We had to right-size our ship. We had an op- 
portunity when the big recession hit. The industry lost about 25 
percent of its volume. We ended up acquiring one of our larger 
competitors because they could not keep pace. 

But we had to do the tough work. We ended up closing over 21 
facilities— that is over 7 million square feet— to shore it up and 
make it sustainable. And so, without taking the girth out of our 
business, without realizing that 25 percent reduction in demand is 
permanent— it is a reset— we would not be able to run a business 
today. 

And so we believe that the core elements of this— many have 
been talked about today— are assuring that the postal system has 
the authority to make those changes, to reduce the infrastructure 
that it has, the re-amortization of payments for pre-funding retiree 
health benefits, return the USPS its overpayments to the FERS 
program and provide the USPS with the needed flexibility to man- 
age health care. 

On that note, that is a passion of mine because there are ways 
to pull cost out, and much of health care has been talking about 
who pays for what as opposed to how do you pull the cost out. We 
have been practicing our own health care at Quad for 23 years, and 
we do it at about a cost of 25 to 30 percent less than all industry. 
And now we are doing it for other businesses all over the country. 

And so who would have thought that managing your own health 
care or paying attention to health care and practicing it the way 
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it should be practiced could be a competitive advantage for a print- 
ing company? 

But it is true. It is real. And the other people who we are work- 
ing with, using primary care as its focus, and preventive health 
care, are seeing the same things. 

So thank you for letting me share my points of view. 

Chairman CARPER. That is great. Dr. Coburn and I have a huge 
interest in all your testimony really but particularly the last part 
you talked about. 

And, as I said earlier, a big part of getting the Postal Service 
where it needs to be— long-term sustainability— is being able to 
make sure their employees and retirees are getting good health 
care but to be able to do that in a more cost effective way. So, 
thanks. 

When we ask some questions, I will drill down on that. 

All right. Dr. Geddes, again, we are happy you could be here this 
week and look forward to your testimony. Thank you. Welcome. 

TESTIMONY OF R. RICHARD GEDDES,^ PH.D., ASSOCIATE PRO- 
FESSOR, DEPARTMENT OF POLICY ANALYSIS AND MANAGE- 
MENT, CORNELL UNIVERSITY 

Mr. GEDDES. Thank you, Mr. Chairman. I was exceedingly hon- 
ored to hear you say that you saved the best for last. So it is great 
to be here. 

Senator Coburn, thank you 

Chairman CARPER. That was before I heard Mr. Quadracci. So it 
is a high bar you have now to keep me honest. 

Mr. GEDDeI I will try to project. 

Again, thank you very much for this terrific hearing on this tre- 
mendously important issue. I am very excited that the Committee 
is taking this up. 

In my view, the main reason why we are here today discussing 
this is because of fundamental technological innovation in the com- 
munications marketplace. And I view the story that we are talking 
about today as, in fact, a very old story of industries that either 
adapt to major technological changes or they end up being crippled 
as a result of it. 

Postal services, I believe, in the long term can either go the way 
of sailing ships in the age of steam or the horse and buggy in the 
age of the automobile or the old slide rules that some of us might 
remember in the age of calculators. Fortunately, international ex- 
perience is far ahead of the United States regarding how to adapt 
to that technological change and is extremely helpful about what 
we can do. 

The technology that we are talking about in this case is low cost 
electronic communications that are fairly close substitutes for send- 
ing a letter message, including— as we are all aware— email, text 
messages, telephone calls, faxing, and I am sure other things that 
will come down the pike pretty soon. This is weakening the core 
reason for the Postal Service's current legal structure and really its 
reason for being, which is delivery of the First-Class letter. 


iJhe prepared statement of Mr. Geddes appears in the Appendix on page 169. 
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A recent example of technological change that many of us are fa- 
miliar with is Netflix, which used to send many DVDs through 
First-Class Mail, and is increasingly moving to streaming video. I 
could give you a lot of other examples. 

First-Class Mail volume has declined by a full one-third since it 
peaked out in 2001. This is really a big issue for the U.S. Postal 
Service because letter mail is, by far, their most profitable product. 
They make about three times the amount of profit per piece on 
First-Class Mail than they make on a piece of standard or adver- 
tising material. That is really where their profit is. 

Now there are two broad postures or reactions that one can have 
to such a technological threat. One can either shrink from it and 
try to say we are going to downsize in reaction to this, or you can 
embrace the technology and try to innovate in response to it. 

I believe that the first approach, which is to some extent what 
the Postal Service is constrained to do now, is going to be highly 
unfortunate for the Postal Service. 

Fortunately, as I noted, a substantial amount of international ex- 
perience in the postal sector now shows that if you take the second 
approach, you embrace the technology, recognize it is not going to 
go away— it is dynamic. It is going to change— and you innovate as 
a result of this, postal sectors in a number of countries have 
evolved into dynamic industries in which a wide variety of business 
units cooperate. 

First, I want to just emphasize why relying on downsizing alone 
is going to be hurtful to the Postal Service. 

First of all, there is, obviously, a natural limit to how much you 
can cut costs without sacrificing what I believe to be the Postal 
Service's core, most valuable asset, which is its universal delivery 
network that allows it to take a physical piece of mail to the house- 
hold the last mail, as they say, and th^ do that 6 days a week. 

I think that borders on a miracle that the Postal Service is able 
to achieve that. 

The second thing I think a lot of people do not think about is 
that I have heard for 15 years that the reason why we need a letter 
monopoly is economies of scale. The idea is that a bigger entity can 
provide that service at a lower cost per unit. So you want one big 
entity doing it. 

Wdl, guess what? Economies of scale work in both directions. 
When the Postal Service is getting smaller, the cost per unit of a 
letter is going up. It is working against you. 

So I view the Postal Service as caught in a vice right now be- 
tween declining revenues on one hand and rising unit cost because 
of dis-economies of scale on the other. 

So it is really quite a problematic approach to say we are going 
to shrink in response to this new technology. 

Flowever, international experience teaches us that if we free up, 
liberalize, our postal sector in meaningful ways, we allow it to oper- 
ate more like a regular business, which I view as an extension of 
the 1970 act that created the Postal Service and told the Postal 
Service to operate in a more businesslike fashion. Let us take the 
next step now and adopt those laws that would allow it to do that. 

It can become self-sustaining or even profitable, I believe. Sound 
policy could liberalize the Postal Service to make its own business 
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decisions, to be more innovative and entrepreneurial and, I believe, 
to use its existing delivery assets to create more economic value for 
customers using its existing assets. I believe it can even thrive in 
the electronic age. 

All 27 member countries of the European Union have repealed 
their postal monopolies. New Zealand r^ealed its delivery monop- 
oly in 1998. Sweden repealed in 2003. Germany and the Nether- 
lands repealed in 2007 and 2009, respectively. J ust the threat of 
competition has helped those postal services become more efficient 
and more focused enterprises. And they freed up their monopolies 
because they realized that those entities were not going to get the 
commercial freedoms they need if they retain monopoly over the 
core business sector. 

There are a whole host of other examples I could give you. 

Deutsche Post began to allow private investors to help assist it 
with its capital needs years ago. It acquired DHL in 2001. The new 
entity is now called Deutsche Post DHL. It is a global player in the 
postal and delivery sector. It does business in 220 countries, and 
it is now the world's largest courier company. 

New Zealand Post is widely considered to be one of the best run 
companies. 

I personally believe that there is no reason why if we take this 
cue from other countries— the U.S. is behind, at the end of the pack 
at this point— that the U.S. Postal Service cannot become a player 
and a leader in the global shipping, logistics, and courier busi- 
nesses. Liberalization would give it the ability to attract experi- 
enced global talent and help focus its incentives and help to give 
it access to additional sources of capital. 

So I will just end with an analogy. An economist has said that 
the difference between competition from within your industry— 
from another competitor— versus from a new technology is like the 
difference between knocking on someone's door and breaking the 
door down. 

And the door was broken down a long time ago by the Internet. 
And I think what came in is like a 300-pound lion, extremely pow- 
erful, with sharp claws and teeth, and that is the I nternet. 

And that lion is clawing up a whole bunch of industries, includ- 
ing my own— massive, open online courses, college courses, for free. 
This is outrageous. Right? But Cornell has to adjust to that, and 
we are trying to figure out how that is going to affect our business 
at Cornell. 

And I think the Postal Service needs to be given that freedom 
that we have at Cornell to adapt to this new technology that is 
changing the landscape in many businesses. So I would hope that 
that would be the direction that we take in this reform center and 
not simply worry about this cost or that cost. 

Thank you very much for the time, and I look forward to answer- 
ing your questions. 

Chairman CARPER. Dr. Geddes, you were worth waiting for. 
Thank you for making us think outside the box, and I want to 
thank Dr. Coburn for inviting you. 

Mr. GEDDES. Thank you, sir. 

Chairman CARPER. We are joined by a new Member of our Com- 
mittee from North Dakota, and I am going to just recognize her for 
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any questions she might have or brief comments she would like to 
make. 


OPENING STATEMENT OF SENATOR HEITKAMP 

Senator HEITKAMP. J ust a brief comment. I was presiding this 
morning, so was not able to attend the whole hearing, and I apolo- 
gize for that. 

I, obviously, have great concern particularly about rural delivery 
and what happens when you eliminate the monopoly, the econo- 
mies no longer work economically in your favor for the guy at the 
end of the line that may be 20 miles down the road. And we 
know— and I am sure the people here representing the rural car- 
riers know— the importance of that as a social connection for a lot 
of people as well as that connection to commerce and to business. 

And so I think where I appreciate your comments, Mr. Chair- 
man, my concerns are going to be how do we continue to deliver 
what is mandated, in my opinion, in the Constitution to those peo- 
ple at the end of the line and how do we continue to have a viable 
post office in light of those challenges. 

And I really appreciate the opportunity just to hear this part and 
look forward to deliberation of the Committee. 

Chairman CARPER. We are just happy you are here, and we ap- 
preciate the fact that you, probably as much as anybody in our new 
incoming class, will be presiding over the Senate so that Dr. 
Coburn and I can work on other stuff. 

But we are going to work on this together, and, as I said earlier, 
we are going to get this done. And you are going to be a big part 
of it, so thank you. 

Senator HEITKAMP. Thank you. 

Chairman CARPER. Dr. Coburn, please. 

Senator COBURN. Go ahead. 

Chairman CARPER. I want to go back to Mr. Quadracci. He 
talked a little bit about health care, and my ears always perk up 
when employers talk about how they somehow figured out how to 
get better health care results for less money and to be able to move 
from what I call sort of a stovepipe, fee-for -service health care de- 
livery system to more of a coordinated delivery of health care and 
how we are able when we are really smart to incentivize people to 
take personal responsibility for their health care and reward them 
when they do, and how to focus more on wellness and prevention, 
rather than having a sick care system but having a health care sys- 
tem. 

So, when you said that, my ears perked right up. Maybe there 
are some things that we can learn from your company and sort of 
take them to heart as we address postal reform. 

But, please, just take a minute or two and tell us what you are 
doing. 

Mr. QUADRACCI. Sure. Twenty-three years ago, my father 
thought that health care was going up too fast in cost. Imagine 
that when you look at what it is today. And so he brought health 
care in-house because we had a concentration of employees in Wis- 
consin where you could support a doctor. 

Chairman CARPER. Again, roughly how many employees do you 
have? 
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Mr. QUADRACCI. We have 20,000 employees. 

Chairman CARPER. That is a lot. Thanks. 

Mr. QUADRACCI. About 7,000 in Wisconsin. 

So what we did is we went back to the future, which you have 
your neighborhood doctor, bring him in, and let us start seeing pa- 
tients there. And it sort of evolved into a whole wellness program, 
but really it is about preventive health care, and it is about that 
primary care doctor being in the middle of the circle and being sort 
of the quarterback of what has to happen here. 

And it is also about owner-involved maintenance— a manufac- 
turing term. It is about enlisting the patient to engage and be a 
part of it. 

And so we— as we have grown it over the years— I mean, you go 
into one of our facilities. There is one in Senator Coburn's backyard 
in Oklahoma City. It is a full clinic. We have our dentistry. We 
have our own ophthalmology. 

And the longest time you are going to wait in the waiting room 
is 5 minutes, and the shortest time you are going to see your pri- 
mary care doctor is 20 minutes for a hangnail because he is going 
to use it as an opportunity to reconnect and find out what is going 
on with you. That dialogue and understanding the family lineage- 
all that stuff kind of wraps together to have the health care pro- 
vider be able to understand what is happening. 

So, instead of spending 5 minutes because you are complaining 
about abdominal care and go order a $500 Magnetic Resonance I m- 
aging (MRI), let us work together, the doctor and the patient, to 
kind of tick off: What is with your lifestyle? What has happened 
with Aunt Milly? Does she have polyps? 

That information is incredibly important. And then over the next 
maybe couple of months we will design a program that maybe ends 
up in an MRI as opposed to starting one. 

My personal doctor there told me that at his old practice that if 
he had done that he would have been fired and that he would be 
told to get the MRI, book $500, and maybe you will find the prob- 
lem, maybe not. We will go on to the next test, but we have an- 
other patient to see. 

So it is incredibly powerful. We have 22 years or 23 years of data 
to prove it, and now we are doing it for big companies all over the 
country. 

Chairman CARPER. We are going to want to talk to you some 
more. There might be some lessons learned here for us, not just 
with respect to postal employees but for our Faieral workforce, as 
we seek to try to get better health care results for less money or 
the same amount of money. 

I am going to turn to our three presidents if I may. 

And I asked earlier for— I think it was a question asked of the 
Postmaster General. I said, give us your three best ideas for gener- 
ating new revenues, for growing the pie of revenues. 

We know it just cannot be cut, cut, cut. You know, downsize, 
downsize, downsize. How do we use this distribution network, this 
enterprise? As we right-size it, how do we use it to be able to gen- 
erate more revenues? 

Let me just ask each of you; from your own leadership positions, 
give us one really good idea for the Postal Service that you think 
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could actually generate some significant revenues for the Postal 
Service. 

Mr. GUFFEY. Well, being from a rural place in Oklahoma— and 
I still have a home in Grove, Oklahoma— when I wanted to change 
and enroll in the e-benefits for veterans— I had to drive to 
Muskogee, Oklahoma. And when I was driving to Muskogee, Okla- 
homa, I passed seven post offices. 

And all I did when I got to the Veterans Administration (VA) in 
Muskogee was show my I D. And they said OK, now you can log on. 
Here is your log-on. You can go home. 

And it seems to me that there is enough government work 
throughout the rural areas that could be consolidated into post of- 
fices. 

Give an example now. If you have to go to the post office to 
change your address, if the post office has a secure Web network, 
which I hope they will get into for a lot of purposes, can you imag- 
ine instead of going to 15 different places and everything and say 
here is my address. It gets changed at the VA, SSA, and wherever 
else we need to. State agencies or whatever. One place— that is 
where you get your change of address cards to mail to 20 different 
spots, right there on the computer. 

As the other witness testified, embrace the changes that are com- 
ing and find out if we are going to have brick and mortar there, 
there is no reason for six other Federal agencies to have brick and 
mortar and people doing the same type of thing. 

Like I said in previous testimony, the post office is where the flag 
flies in the rural communities. I just do not want to see it coming 
down and to divest its work everywhere else. I would think that 
you could save costs and save money by putting a lot of those ac- 
tivities into a post office. 

Chairman CARPER. Thank you very much for those ideas. Ms. 
Dwyer. 

Ms. DWYER. Well, the post office has done a lot of things right 
recently— going after parcel delivery. We need to compete with Fed 
Ex ancf UPS with real-time scanners, real-time things that we can 
give our customers. Those kinds of things are the things that we 
are reaching out. We are willing to work with them and do that. 

We deliver 30 percent of Fed Ex on the ground. We are deliv- 
ering a significant portion of UPS parcels. We need to be getting 
something for that, and we do not know what we are getting as far 
as money, but certainly we need to be capitalizing on UPS and Fed 
Ex to the last mile. 

We go where they cannot go; we go where they do not want to 
go, because it is not cost effective for them. The last mile is some- 
thing that we need to be building on in parcel delivery and working 
to go towards that. 

Chairman CARPER. Thanks very much. 

For some folks who may be watching the hearing— I think most 
people in this room know this— a nice piece of business for the 
Postal Service is because they go to every post mailbox 6 days a 
week. 

Ms. DWYER. That is correct. 

Chairman CARPER. To be able to partner in some cases with Fed 
Ex and UPS, get paid for the delivery to the last mile, the last five. 
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the last 10 miles is a smart piece of business. But, as you suggest, 
we want to make sure USPS are being appropriately compensated 
for it, and we will have some private conversations with them to 
make sure that is happening. 

I do not know that it is our job to mandate for it. It is not our 
job to mandate what those relationships might be, but I think it 
is a smart relation to build on. Thank you very much. 

Mr. Rapoza and then I am done. 

Mr. RAPOZA. Well, we need to partner more with the local gov- 
ernments. There are other things we can do such as licensing, 
motor vehicle transactions, and as I mentioned earlier the Social 
Security card, but we should not miss out on the opportunity on 
the package business. 

But we are focusing solely on the package business in the deliv- 
ery portion. We should also be looking to our post office where they 
can come and package it and then ship it out. We are just looking 
at the back end. So, I think we should take a broader look at how 
we can get these companies— or we can get into the wrapping of 
the packages and then put it out into our system. 

chairman CARPER. All right, thank you. Dr. Coburn. 

Senator COBURN. Well, thank you. 

One of the things President Dwyer said that— and I would actu- 
ally like for you to restate it. You said eliminating of Saturday de- 
livery would destroy the post office, I think. That may be a para- 
phrase of what you said. 

Ms. DWYER. That is pretty clear, yes, sir. 

Senator COBURN. Would you explain why you think that and 
what you see as the events coming about? If, let us say, it hap- 
pened August 5, tell me what you see happening because of that. 

Ms. DWYER. Let me go back to something else I said in my testi- 
mony. Less service equals less mail equals the beginning of the end 
for the Postal Service. 

Service is what the U.S. Postal Service is all about. Eliminating 
that day of delivery takes away our competitive advantage. There 
are companies; there are people, who will pounce on that. They will 
be more than glad to give that one day of delivery. 

The problem with that, sir, is they not only take the one day of 
delivery. Everything they have been mailing through the U.S. Post- 
al Service now walks out the door. 

Senator COBURN. Who are those people? 

Ms. DWYER. There are plenty of people— entrepreneurs out there. 

I cannot tell you. 

Senator COBURN. Well, give me an example of somebody that you 
think is going to do that. Since to build the infrastructure to get 
to the last mile is so competitive, the two smartest package deliv- 
ery people besides the post office have decided they cannot afford 
to build that infrastructure. Tell me who can build that infrastruc- 
ture to be able to compete with that. 

Ms. DWYER. I could not tell you who could do that right now, but 
I can tell you that data does not tell you what walks out either. 

Senator COBURN. Yes. 

Ms. DWYER. You cannot tell me what data supports that either. 

Senator COBURN. Let me ask you the other question. If service 
is that important, why are we not delivering on Sunday? 
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I mean, taking your theory that if we 

Ms. DWYER. We are not averse to doing that. 

Senator COBURN. Let me finish my question here for a minute. 

Ms. DWYER. OK. 

Senator COBURN. Eiiminating Saturday deii very— there is no 
question when it was studied by the GAO, when it was aii eiimi- 
nated, in terms of the savings, they see iess savings if you do pack- 
age and parcei on Saturday. 

if, in fact, your theory is right, then what we ought to be doing 
is gearing up to deiiver on Sunday. And so— but i have heard no- 
body testify in 4 years on the post office that says we ought to go 
to an additionai day of deiivery. 

And so my reai question is i do not see anybody out there with 
the capitai avaiiabie to buiid the infrastructure to go the iast miie, 
and i think there are some reai data to say there are some savings, 
whether it is $600 miiiion or $2 biiiion a year in terms of doing 
that. But there is nowhere in the Constitution that says you wiii 
deiiver 6 days a week. Nowhere does it say that. 

i understand the concern, and i can certainiy see it in terms of 
rurai ietter carriers because of your compensations, it wiii impact 
compensation if we eiiminate Saturday ddivery, wiii it not? 

Ms. DWYER. Yes, sir, it wiii. 

Senator COBURN. Yes. i have one other question for Ms. Dwyer. 

Ms. DWYER. Can i finish answering that one? 

Senator COBURN. Weii, iet me put this point in, and you can do 
whatever you want. OK? How is that? 

Ms. DWYER. Aii right. 

Senator COBURN. Mr. Guffey had testified that they support giv- 
ing the post office the abiiity to have rate flexibility. In other 
words, if they see a spot where they can raise rates, they should 
not have to wait and go through all this process. They should cap- 
ture what is a value based on their service that will not— there is 
a point where increasing demand versus increasing price and 
things go down. 

Do the rural letter carriers support that philosophy, to give the 
post office the ability to do that? 

Ms. DWYER. Yes. 

Senator COBURN. OK. Thank you. Now answer how you wanted 
to. 

Ms. DWYER. Can I go back? 

Senator COBURN. You bet. 

Ms. DWYER. We have a pilot program with Amazon, which would 
be 7 days a week. We are testing that right now. 

And the problem with all of this is all you hear is negative pub- 
licity. We do not hear any positive publicity about the Postal Serv- 
ice. 

You do not hear about that we are doing 7 days a week. All we 
are talking about is how we eliminate, how do we slash and cut, 
not how we build, not how we go to the rural communities, not how 
we support the people who are working. 

And Chairman Issa said sometimes we take it as a bad thing 
that we have job loss. Yes, sir, we do. We have 38 percent of our 
craft who are part-time employees, who work on Saturday and re- 
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place a carrier during the week. Their jobs will go away, many of 
them. 

Those are middle-class jobs. Those are minorities. Those are 
women. Those are veterans, of which the Postal Service has ap- 
proximately 25 percent. 

So, yes, sir, we do care about jobs. 

Senator COBURN. OK. Thank you. 

Chairman CARPER. Senator Heitkamp, I am going to give you an- 
other shot. Anything else you want to say before I give the bene- 
diction? But anything you want to add or take away? 

Senator HEITKAMP. I do want to add to what you have been talk- 
ing about in terms of the synergies between print and other forms 
of media, and how eventually people are going to catch on how im- 
portant print is to reinforcing an advertising message, reinforcing, 
in our case, political messages. And we saw a lot of print, obvi- 
ously, in my State. 

So my question to you is, a time frame and a direction because 
it seems to me that one of the things that the post office has is the 
ability to meet the 6-day requirement. It is the ability to reach 
every person. Television does not do that anymore because you get 
direct television. You get cable. You get regular service 

So one thing that the post office is, is universal, and that is their 
marketing niche. If they lose the marketing niche, they lose their 
value to you. 

But we need to know how we can, and when we can, see that 
kind of click in new marketing strategies that will again bring back 
some additional business to the post office. 

Mr. QUADRACCI. Well, you are seeing it already. You may not 
know it, but you know, at the end of the day, when you think about 
what is good about print in marketing, it is a passive medium. It 
is the old adage— put the right product in front of the right person 
at the right time, and you may get them to do something. 

The problem with online is it is more about search. It is more 
about active participation. 

And so, from a marketing standpoint, print is really powerful in 
getting people's attention. 

So what marketers are doing today and have been for a while— 
we do a lot of personalization within the print. So you have the effi- 
cient of the big presses, but maybe you are doing a million 
versions of that catalogue to a million people, maybe just one little 
change here, one little change there. 

And that creates response rate increase. It is proven. We have 
been doing it for years. 

Now what is happening when you think about mobile tech- 
nology— the example I showed you before where it is immediate. 
You no longer have the break in the chain where you get that im- 
pulsive: Oh, I like that product. Now I have to remember when I 
go online on my computer to go look at it. 

Now it is immediate, and you can make things happen. 

So it is already happening. You are going to see some things that 
are subtle, some that are not so subtle, and really, response is 
going to dictate it. 
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I wish I had a crystal ball and what the time frame is and what 
is the big pop, but it is really the consumer that is going to dictate 
that. 

Senator HEITKAMP. If I can just follow up one more point. 

Chairman CARPER. Well, I do not know. You are pretty junior. 
[Laughter.] 

No, go ahead. 

Senator HEITKAMP. How will the lack or loss of universal delivery 
affect that outcome? 

Mr. QUADRACCI. I think that I said it before, that what the new 
channels have brought is a much more degree of need for imme- 
diacy in your marketing channels. 

And my concern is we have different categories of customers who 
will be affected different ways on the 6-day to 5-day schedule. Some 
agree; some do not. So I am not going to pass judgment on that. 

But what I worry about is how print will be us^ and the fact 
that now with some of this technology we can pull print closer and 
make sure that it is a true multichannel approach, that pulling im- 
mediacy away can start to degrade that. And so that is why I say 
I would put some caution out there, not about what we do now but 
about how this is evolving in the future because the immediacy 
thing is really important to marketers. 

Senator HEITKAMP. Thank you. 

Chairman CARPER. Dr. Coburn. 

Senator COBURN. I just had one other question for all three of 
our presidents. 

You heard Mr. Geddes's testimony about what is happening in 
the rest of the world in terms of postal organizations. What is your 
response to that? 

What do you think about it? 

Mr. GUFFEY. A couple of things. The idea, such as you evoke, 
that allowing the Postal Service more freedom to do certain things, 

I think is a good idea. 

I think when you compare and start comparing our national de- 
livery system from Alaska to Florida, from Maine down to the Ha- 
waiian islands, for the universal cost, and you start talking about 
New Zealand 

Senator COBURN. Yes, it does not compute. 

Mr. GUFFEY. That is right. 

Senator COBURN. Well, how about DHL and Germany? 

Mr. GUFFEY. Well, the same thing with Germany— if you look at 
the size of Germany and their rail system, their postal service used 
to run their rail system. 

In other words, they have a high speed rail system going 
throughout their whole country. Time-wise, it is going to be on 
time. They can put the mail out on the trains. It is going to be to 
the other city. We do not have that in this country. 

Senator COBURN. Yes. 

Mr. GUFFEY. Germany has universal health care, socialist health 
care for everybody in the country. We do not have that. We are 
paying for the health care, which is something else I would like to 
mention just real quick. 

Under the Postal Service's plan, they want to take us out of the 
health care of the Office of Personnel Management. The Office of 



58 


the Inspector General (01 G), of the Postal Service, has looked at 
that and said of the $63 billion that it would save over X amount 
of time, $42 billion of that would go directly into Medicare, shifting 
costs from the post office into Medicare, taking it off budget and 
putting it on budget for you guys, and you have to match that $42 
billion from something. And another $13 billion would be trans- 
ferred to the workers. 

I think there are means for us to sit down with the post office 
and negotiate some kind of single-payer plan within the Postal 
Service without going outside 0PM to save the post office a lot of 
money and without transferring money costs to the Federal Gov- 
ernment. 

Senator COBURN. OK, Ms. Dwyer. 

Ms. DWYER. Our country, the United States of America, has the 
most affordable Postal Service in the world. When you compare us 
with other countries, they certainly are more expensive and they 
do not deliver to a universal network. We have South Dakota, 
North Dakota, and Montana. Those States and rural communities 
throughout this Nation depend on the U.S. Postal Service for an af- 
fordable postal service. 

And I think that we do not need to get away from if its afford- 
able for every United States citizen. 

And I think America has a history of caring about their commu- 
nities, and I think that is what you have to look at. 

Senator COBURN. OK, Mr. Rapoza. 

Ms. DWYER. Wait a minute. Can I say something about the 
health care? 

On the health care issue, I agree with what he said. We have 
looked at that independent plan. But on our plan— the rural letter 
carrier plan— we have 96 percent of our membership already in the 
Medicare A and B. We have done those things. 

And where does the Postal Service, in their financial predica- 
ment today, intend to get the money to pay the claims from those 
employees who would file claims in that health care plan? 

Senator COBURN. Mr. Rapoza. 

Mr. RAPOZA. I agree with what I have heard here, but we do 
have the best postal service in the world. We are going through 
some turbulent times now, because we are so used to volume in- 
creases. And now we have a decrease, and we are going to adjust. 
And when we are done with all of this, the other countries will be 
looking at us, how we can continue to maintain universal service 
and with low cost. 

I would stay with what we have. 

Senator COBURN. So what I take from this is you all have kind 
of missed one of Dr. Geddes's main points— is that you can 
downsize until you are not there anymore. 

I would love to hear Dr. Geddes's response to what he has heard 
to what he said? 

Mr. GEDDES. Thank you, sir. I, naturally, respectfully, disagree 
with my fellow panelists. 

Some of these countries that have liberalized, for example. New 
Zealand Post— New Zealand is an extremely sparsely populated 
country. The population is concentrated in Christchurch and a few 
other cities, are equally concerned about the citizens that live in 
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the more rural areas as we are in the United States, and they have 
been extremely successful under a liberalized post. 

Look at Australia— it has the population of the New York metro 
area, but is the size of the lower 48 States. It is an extremely rural 
country with the exception of those concentrated cities. They have 
been liberalized and been successful in maintaining universal serv- 
ice. 

One thing I would like to stress. Senator— and maybe it is in re- 
gard to Senator Heitkamp's remarks— is that the link between the 
notion that we have to retain monopoly and a state-owned enter- 
prise structure to ensure universal service is simply false. It is just 
not true that you have to do that. 

You can ensure universal service in several much more efficient 
ways than through a government-owned monopoly, and I have 
written about that in some other venues— about bidding for routes 
where you just bid on the basis of the lowest subsidy you will ac- 
cept to serve the route. But what that does is inject one of the most 
powerful forces in economics for social good into the equation, and 
that is competition. You can include the Postal Service in that bid- 
ding. You can include UPS, Fed Ex, and others. If you liberalize 
the sector, you could have many bidders. 

And it is simply a non s^uitur to say that we must retain two 
monopolies— we have not discussed the mailbox monopoly in this 
hearing yet, but there are two monopolies in the United States— 
plus a government ownership structure to ensure universal service. 

In fact, I think our universal service would improve, and we 
could more precisely define and consider those standards with le- 
gally enforc^ contractual arrangements if we injected competition 
into the equation. 

So I think, of course, as I noted, all 27 countries that are mem- 
bers of the European Union, including Hungary, have repealed 
their postal monopolies. They are just as concerned about universal 
service as we are, but they have gone through this whole process 
10 years ago, and they made that decision. 

Senator COBURN. All right. Well, I would like to thank all of our 
panelists. Appreciate your being here. 

You have heard both the Chairman and myself say that we are 
committed to trying to fix this problem, and we will. Thank you. 

Chairman CARPER. And I said I would give the benediction, and 
so that is what I intend to do. 

I think Chaplain Barry Black here in the U.S. Senate is a retired 
Navy admiral, actually, he was the Chief of Chaplains for the Navy 
Marine Corps, and he reminds us all that the Cliff Notes of the 
New Testament is the Golden Rule. 

And it is not just the Cliff Notes of the New Testament; it is the 
Cliff Notes of just about every major religion. I do not care if you 
are Catholic, Protestant, j ewish, Muslim, Hindu, Buddhist. Almost 
every one of them, somewhere in their sacred scriptures, you will 
find really just the Golden Rule. 

And I think that is something I try to use to apply to just about 
everything I do. I think the same is true of all of my colleagues. 

And I will just say as we go forward here it is a good one for 
us to keep in mind— to make sure that we are treating our cus- 
tomers, the post office customers, our constituents, the way we 
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would want to be treated, to make sure that we are treating the 
employees of the Postal Service the way that we would want to be 
treated, and try to make sure that we are treating the taxpayers 
of our country the way they want to be treated. 

I n a day and age when we are running these huge budget deficits 
and the Postal Service has used up its line of credit with the Fed- 
eral Government, how do we try to make sure that we are treating 
our taxpayers the way we would want to be treated? 

When we talk about the role of government, I say, I am an old 
governor. I am a recovering governor. Heidi is a recovering attor- 
ney general and going to be a great Senator. Dr. Coburn is a physi- 
cian. 

But one of the things I say is Senators do not create jobs. Gov- 
ernors do not create jobs. Presidents do not create jobs. What we 
do is help create the nurturing environment for jobs. 

And part of that nurturing environment is a vibrant Postal Serv- 
ice and the ability to deliver to our doors, whether it is 5 or 6 days 
a week, even 7 days a week, some of the goods and services that 
are needed and demanded. 

But a big part of what we need to do in part of that nurturing 
environment, that we need to provide, is certainty and predict- 
ability. And the Postal Service needs to be able to offer that to 
their customers, and I think to their employees as well. 

And one of the best ways to grow a stronger economy is to pro- 
vide certainty and predictability, and part of it is going to come 
from the Postal Service. 

And I leave this hearing today not discouraged, not ready to 
throw up my hands by any means. I leave encouraged. And there 
is a good spirit in this room, and there is a good spirit of coopera- 
tion within this Committee. 

And I think we have a lot of willing partners that are going to 
help us solve this problem, not forever, because our society changes 
and the world changes in which we live and operate. We are not 
going to solve this one forever, but we are going to solve it for now 
and, hopefully, put in place the mechanisms so that as the world 
changes and markets change and needs change, that we will be 
able to evolve and meet those needs. 

So, for all the folks that have spoken before us here today— first 
panel, second and third panel— we appreciate very much your 
input. 

And again, as I said earlier, we are in overtime here. We got to 
the red zone last year, in football parlance. We did not get the ball 
in the end zone. We are in overtime. 

And I am not interested in two or three or four overtimes. I want 
to get this done in the first overtime, provide that certainty, that 
predictability. And then we can move on to cyber security and im- 
migration reform and a whole bunch of other challenges that we 
face. 

It has been a good day. I said we would be done at 1 p.m., and 
by golly, it is 1 p.m. 

So, with that, this hearing is adjourned. Thank you all. 

[Whereupon, at 1:02 p.m., the Committee was adjourned.] 
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Opening Statement of Senator Tom Carper, Chairman 


Today we convene once again to examine the financial challenges and uncertain future 
facing the United States Postal Service. This committee and the subcommittee I chaired 
until the beginning of this Congress have been attempting to find a solution for what ails 
the Postal Service ever since I first arrived in the Senate more than twelve years ago now. 
We’ve held countless hearings during that lime, and in 2006 got legislation signed into 
law that gave the postal service more commercial freedom and updated a number of dated 
provisions in postal law, among other reforms. 

It’s difficult to believe, but the Postal Service would likely be in even worse shape today 
without the work that this committee and our House counterparts have done. But over the 
past decade or more - probably ever since the first e-mail was sent, frankly - the trends 
we’ve monitored have continued, and in some cases picked up speed. 

For as long as I’ve been focused on these issues, my colleagues and I have heard 
constantly about First-Class Mail lost to communications innovations like e-mail, 
Facebook, and text messaging. We’ve seen advertising shift online. We’ve seen 
magazines move from weekly publication, to monthly, to bi-monthly, to online only. 

These changes have taken their loll. Today, the Postal Service handles just under 530 
million pieces of mail per day, down from more than 700 million during hard-copy mail’s 
peak year in 2006. It has 417 mail processing plants, down from 673. And since 1999 its 
career workforce has been cut significantly. The Postal Service currently employs 
500,000 men and women. It once employed as many as 800,000. More change of this sort 
is inevitable. 

The Postal Service’s most recent financial reports show only a small profit of $100 
million for the first quarter of 2013, half of what it earned during the same period last 
year. It’s currently only carrying 10 days worth of operating cash compared with 12 days 
at this point in 2012. Keep in mind: The first quarter of the fiscal year includes the 
elections. It also includes Christmas and the holiday mailing season, the time of the year 
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when the Postal Service has historically made a significant amount of money. So, barring 
a miraculous rebound in mail volume, we can really only expect things to get worse in 
the coming months. 

It’s been said many times at these postal hearings by me and others that, absent some 
form of assistance from Congress, the Postal Service will drift towards insolvency and, 
eventually, the point at which it must shut its doors. Some observers might think those of 
us making these predictions are crying wolf. But, based on the data I’ve seen, we have 
never been closer to losing the Postal Service. 

As we sit here today, cash reserves are dwindling at the Postal Service and its line of 
credit with Treasury is maxed out. All of the easy cost cutting has been done, as has just 
about all of the restructuring permitted under current law. It’s long past time for Congress 
to step up and do its job. The Postal Service operates at the center of a $1 trillion mailing 
industry that puts as many as 8 million men and women to work each day. It’s a key cog 
in our economy. Its continued vitality is an important part of our efforts to keep our 
economy growing. At a time of so much economic uncertainty, we can’t afford to let the 
Postal Service collapse. 

The Senate last year passed legislation that attempted to address the Postal Service’s 
near-term financial crisis and give it some of the tools it will need to address its long-term 
challenges. Our bill would have cleaned up the Postal Service’s books by refunding what 
it has overpaid into the Federal Employees Retirement System and setting up a less- 
aggressive schedule for funding postal retiree health obligations. A portion of the pension 
refund would be used to encourage postal employees at or near retirement age to retire, 
an effort that, according to some estimates at the time, could save as much as $8 billion 
per year. 

Our bill would also have pushed the Postal Service to streamline its processing, delivery, 
and retail networks, albeit at a more gradual pace than postal management would have 
like. These provisions would allow the Postal Service to achieve billions of dollars in 
savings while preserving levels of service that many customers rely on - including, for a 
time, Saturday delivery. If these cost-cutting efforts don’t prove sufficient in the coming 
years, the Postal Service would be permitted to move forward with more aggressive 
efforts. 

But our bill didn’t just focus on cuts. It also freed the Postal Service to be more 
entrepreneurial. It did this in part by pushing them to find innovative ways to bring in 
more mail volume and make the best use of the valuable system it maintains in order to 
deliver mail to ever home and business. The goal of our bill was to help the Postal 
Service obtain the $20 billion in cost cutting and new revenue it has said it needs. The 
final product wasn’t perfect, but it was very close to getting us where we need to be. 

Our House colleagues put forward bills last year that were also intended to address the 
Postal Service’s financial crisis. For a number of months, staff from the House and the 
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Senate worked in a bipartisan manner to narrow our differences. And because the 
members on both sides of Capitol Hill and both sides of the aisle were committed to 

ensuring the continued viability of the Postal Service, we were able to make a lot of 
progress. But unfortunately, we weren’t able to complete our work before the 112**' 
Congress adjourned. 

Now that the 1 1 3*'’ Congress is officially underway. I’ve made it one of my top priorities 
during my first weeks as chairman to pick up last year’s negotiations where they left- 
joined this time by our Ranking Member, Senator Cobum- so that my colleagues and I 
can reach agreement on a meaningful postal reform bill as soon as possible. 

We need to approach our work with a sense of urgency. With all of the problems we face 
as a nation, we cannot afford to add the collapse of the Postal Service to the list. With the 
budget situation we face, we can’t just cut the Postal Service a check for $20 billion- nor 
should we. We need to show a willingness to accept change at the Postal Service and help 
the Postmaster General and his team implement a reasonable plan for reform. 

I’ll now turn to Senator Cobum for any comments he’d like to make. 

### 
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statement of Senator Tom Coburn 
“Investing in an Effective Federal Workforce” 

U.S. Senate 

Committee on Homeiand Security and Governmentai Affairs 
February 13, 2013 


I would like to thank Chairman Carper for holding this important hearing today. Given 
the fiscal challenges facing the United States Postal Service, it is fitting our first hearing as 
Chairman and Ranking Member will focus on the solutions necessary to strengthen and preserve 
this key American institution. We should not delay giving the Postal Service the ability it needs 
to ensure a vibrant, successful future. 

I also want to thank Chairman Issa and Ranking Member Cummings for their testimony 
and hard work on this issue. I would like to point out that I voted against the postal reform bill 
coming out of the Senate last Congress because 1 thought it lacked some of the essential reforms 
that are required to solve the problems facing the Postal Service. However, be assured I am 
firmly committed to securing a compromise bill that will pass both chambers. 

If we hope to succeed, our starting point cannot be business as usual, which is clearly not 
working. The Postmaster General has a tough job - one of the toughest. The fact is the Post 
Office is in trouble, and Congress is in numerous ways acting as an impediment to meaningful 
reform. Right now, there is not one, but 536 Postmaster Generals. 

The goal of our reform ought to ensure that there is one Postmaster General, and that we 
give the Postal Service the flexibility it needs to run its business successfully. So I congratulate 
Postmaster General Donahoe for his leadership. 1 know a lot of things you have done are 
controversial, but leadership is about leading and I congratulate you for having led. 

I look forward to hearing from our expert panels of witnesses today about the breadth of 
solutions available, and 1 look forward to working with Senator Carper and members of the 
Committee to pass postal reform legislation. 

Finally, I would be remiss if I did not extend a special welcome to Mr. Cliff Guffey who 
has spent his public service career in Oklahoma. 1 look forward to your testimony. 
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statement of House Oversight and Government Reform Committee Chairman Darrell issa 

Senate Homeland Security and Government Affairs Committee Hearing: “Solutions to the Crisis Facing 

the U.S. Postai Service" 

Thank you Chairman Carper, Ranking Member Coburn, and members of the Committee for inviting me 
to this hearing to discuss an issue that touches everyone in this country. 

The Postal Service today faces the greatest crisis in its history. 

As electronic communications and commerce replace traditional paper-based communications, mail 
volume has fallen more than 25 percent from its peak and will continue to fall. 

Annual postal revenue has fallen more than $10 billion and the Postal Service itself projects a continued 
decline. 

Last year alone, the Postal Service lost $15.9 billion and it has lost money each of the last 6 years. 

The result: hardworking taxpayers are paying the price for Washington's inaction. 

Last week, the Postal Service announced a plan to modify Saturday delivery beginning in August. 

The decision to transition to modified six-day service is the right choice. The postal service must pursue 
this cost-cutting reform. And it has the legal authority to do so. 

Already, three major studies from the Postal Service, the Postal Regulatory Commission, and the GAO 
have concluded the change would save significant money. 

There is bipartisan support for this effort including from President Obama - who has proposed 5-day 
mail in his annual budgets. 

Many industrialized countries have also already made the shift to 5-day delivery including countries with 
significant rural populations such as; Australia, Canada, Finland, Spain, Italy and Sweden. 

For once, we have an opportunity to allow common-sense and not special interests drive the 
conversation about reform. 

It would be a mistake and a disservice to the American people to prevent USPS from moving forward 
with this cost-cutting reform. 

Hiding from this problem is no longer an option. We must face the reality that dramatic reform is 
necessary. As the Postmaster General said last week: "Hope is not a strategy." 

I cannot support efforts to simply raid the pension funds of postal workers to offset operating losses, or 
jeopardize the funding of earned health care benefits because the math isn't politically convenient. 

Postal reform must rely on three principles: 


1. Protecting universal access. 
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2. Keeping promises to employees, and 

3. Protecting the taxpayer. 

With these principles as a guide, we cannot ignore opportunities to improve the Postal Service's 
financial condition and protect taxpayers. 

Accomplishing postal reform will not be easy, but it is something that must get done, and it is something 
we must work together to accomplish. 

Today, I would like to publicly recommit to working with you Chairman Carper, Ranking Member 
Coburn, and members of this Committee, to reach a bipartisan agreement on this issue. 

Thank you. 
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Hearing on “Solutions to Solve the United States Postal Service’s Financial Crisis” 
Senate Committee on Homeland Security and Governmental Affairs 


February 13, 2013 

Thank you. Chairman Carper, Ranking Member Coburn, and members of the Committee 
for convening this important hearing. I also thank Chairman Issa, with whom I am pleased to 
appear today. 


The Postal Seivicc is a vital link that binds our nation together. Delivering miiil to more 
than 150 million addresses and operating 32,000 post offices nationwide, the Postal Service 
connects families, friends, and businesses across the vast distances of this country. 

La.st year, however, the Postal Seivice reported losses of approximately $16 billion, If 
lost $ 1 .3 billion in the most recent quarter. It has borrowed the full $ 1 5 billion it is authorized to 
borrow from the Treasuiy, and it continues to lose approximately $25 million a day. It also faces 
a burden not reLjuired of any otlier agency or business in this country — it must pay tens of 
billions of dollars eveiy year to pre-fund health benefits for its retirees. 

As we all know, thi.s math simply does not add up. The Postal Service needs a new 
formula lor success. 


Obviously, last week the Postal Ser\'ice announced tJiat it intends to end Saturday mail 
delivery, except packages, beginning in August. In my opinion, this announcement was an 
unfortunate development, and it will not solve the Postal Service’s long-temi fiscal problems. 
Instead, Congress need.s to paa.s comprehensive reform legislation that addresses not only 
deliveiy standards, but the full range of reforms needed to fundamentally re-engineer the Postal 
Service tor the next century. 

To it.s great credit, the Senate last year passed comprehensive, bipaitisan legislation to 
reform po.staj operations, including extending the schedule for retiree health payments, returning 
over-payments the Postal Service made to the federal pension system, and providing key tools to 
right-size the Postal Service workforce. 
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i was pailicularly pleased that tlie Senate included several provisions from my legislation, 
the Innovate to Deliver Act. Too many people argue that the Postal Service should be self- 
sustaining, like a business, while at the same time arguing it should be banned from competing 
against the private sector. 1 believe we must allow tlie Postal Service to expand into new 
business lines, and my bill would have done just that. 

Unfortunately, the most significant challenge facing the Postal Service today is not 
Saturday delivery or declining mail volume or prefunding healthcare for its retirees — it’s 
Congress’s failure to act. Although the Senate passed a comprehensive and bipartisan bill, the 
House failed to consider any postal refoiTn legislation whatsoever. None. Obviously, we cannot 
solve this problem if we continue to ignore it. It will only grow more desperate and more dire. 

There is some reason for hope, however, and that is the ongoing commitment of the 
Members of Congre.ss in this very room. Over tlie past two months, we have come together to 
discuss potential solutions in a serious and sustained manner, and 1 have been encouraged by the 
many areas of agreement ive have reached. 

I believe we are close, very close. And if we launch a renewed effort as soon as possible, 
we can develop a bipartisan — and bicameral — solution. If we are serious about this, I predict 
that we could complete this legislation before the end of tlie March, when the current 
appropriations rider expires. To meet that deadline, however, we need to re-engage now. There 
is absolutely no time to waste. 

Finally, let me conclude with the issue that is closest to my heart in this debate. I believe 
we have a solemn obligation to honor the dedicated Postal Service employees who have served 
this institution for decades. As we examine how to right-si7.e the Postal Service workforce, I 
urge my colleagues to fight — and fight hard — to demonstrate compassion and respect for these 
middle-class American workers and their families. 

Thank you, Mr. Chairman, for holding this important hearing, and I look forward to 
working with you mid our colleagues in the days to come. 
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COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS 
UNITED STATES SENATE 

FEBRUARY 13, 2013 

Good morning, Mr. Chairman, and members of the Committee. Thank you, Chairman Carper, for your 
continued leadership on comprehensive postal legislation and for calling this hearing to discuss solutions 
to the precarious financial situation of the nation's Postal Service. During the 1 12*^ Congress, the Senate 
took decisive action to pass bipartisan postal reform legislation in the form of S. 1789, the 2f“ Century 
Postal Service Act. While that effort was appreciated, it ultimately did not lead to enacted legislation. We 
strenuously urge the 1 1 S'" Congress to act swiftly, completing the work that was begun in the previous 
Congress. Time is of the essence, and each day that passes without enacted postal reform further 
impacts the Postal Service's already dire financial condition. The Postal Service is losing $25 million per 
day. We must close a projected $20 billion gap between revenues and expenses. A wide array of 
strategies, detailed in this testimony, is needed to accomplish that. No single action will solve the Postal 
Service's precarious financial situation. If legislation is not enacted -and soon -to provide the 
necessary reforms and flexibilities to achieve savings and generate new revenues, we will all be back, 
here again, discussing the same issues. Changes of this magnitude require courage. 1 am glad to be 
here to discuss these important issues, which have grown more urgent overtime. 

The Postal Service continues to face tremendous financial challenges, last year alone recording a loss of 
$15.9 billion. The Postal Service has seen net losses for five consecutive quarters, and for 14 of the last 
16 quarters. We defaulted on Retiree Health Benefits (RHB) payments to the United States T reasury 
totaling $11,1 billion. While a large part of the loss can be attributed to the statutorily mandated RHB 
prefunding requirement, the Postal Service has experienced billions in operating losses for each of the 
past four years as well. 
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Contrary to some opinions, resolving the RHB prefunding requirement alone will not fully address the 
problem. The table below shows the impact of ail combined activity, including legislative action, on our 
net operating income between now and Fiscal Year 2017. [Figure 1] 
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Figure 1 




The Postal Service has exhausted its borrowing authority of $15 billion, and it continues to contend with a 
serious liquidity crisis. At one point in October 2012, the Postal Service had less than four days’ worth of 
cash on hand to fund operations. For an organization the size of the Postal Service - which has 
revenues of $65 billion and a career workforce of 495,000 - that is an unacceptable margin. This is not a 
position In which a healthy company finds itself. By way of comparison, most private sector companies 
usually have two months of cash on hand to fund operations. 


Even with volume declines, in Fiscal Year 2012, the Postal Service delivered approximately 160 billion 
pieces of mail, approximately 40 percent of the world’s mail volume. However, total mail volume, 
particularly First-Class single-piece (stamped) mall, has declined by a staggering 20 billion pieces, or 40 
percent, over the past five years. As a result, the Postal Service must adjust its operations accordingly. 
The use of First-Class Mail, the Postal Service’s most profitable product, continues to decline year after 
year. People want to receive hard copy statements and other business correspondence through the mail, 
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but they are electing to pay bills online. This is a trend that will oontinue to erode postal revenues and is 
a primary oause of the Postal Servioe’s finanoial challenges. 

It is clear that the Postal Service cannot oontinue along our current path. Our existing business model is 
unsustainable, and projections show continued and increased losses into the future - unless a 
comprehensive set of changes is made. No single solution will solve these financial issues. Success can 
only be achieved when all stakeholders, including Congress, work together to put in place comprehensive 
and meaningful reform. The Postal Service continues to effectively manage all aspects of our operation 
over which we have control. In fact, we have had 17 consecutive quarters of productivity improvements, 
despite volume losses. We are making hard decisions now to preserve our mission to provide secure, 
reliable, and affordable universal delivery service. 

The future of the Postal Service can be bright, if Congress allows the necessary flexibility and legislative 
reform. We can return to financial stability and we can do so with no impacts or burdens on American 
taxpayers. One key to success is gaining enhanced flexibility to adapt to a rapidly changing marketplace. 
This flexibility will enable us to remain profitable, by giving us the tools to operate more efficiently, create 
new products and innovations and to control costs. Absent this flexibility, the Postal Service will continue 
to experience sustained losses, in spite of our long-term efforts to reduce costs. 

The Postal Service continues to aggressively pursue strategies within its control to increase efficiency 
and to improve its liquidity position. These measures include consolidating the mail processing, retail, and 
delivery networks in order to better align them with mail volumes, pursuing new revenue streams, and 
reducing workforce costs. Despite the constraints within our current business model, the Postal Service 
has, for over a decade, been very aggressive in its efforts to match our operational model to continually 
shifting customer demands and habits. Since 2006, we have reduced the size of our workforce by 

193.000 employees and have reduced our cost base by $15 billion. Our goal is to reduce our career 
workforce to 400,000 employees through attrition. Using thoughtful and careful planning, we have 
consolidated more than 200 mail-processing facilities. Under the Post Office Structure (POSt) Plan, the 
Postal Service is modifying operating hours at over 13,000 Post Offices, while preserving postal services, 
especially in small and rural communities. Through careful evaluation, we have reduced some 21,000 
delivery routes, resulting in a leaner and more efficient delivery network. We have continued to provide 
increased access to postal products and services, so that customers can now do business with us in over 

100.000 locations, plus the Internet. 

While we continue to seek out all possible efficiendes and savings, we also put tremendous effort into 
retaining existing revenue streams and seeking out new sources of revenue. One of the most exciting 
growth sectors for the Postal Service has been in our package business, which has seen 14 percent 
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growth over the last two years. In addition. Direct Mail continues to be the single best return on 
investment by offering the highest response rate for advertisers. This has been fueled by effective 
product innovation and marketing, and the continued rise in e-commerce. We expect this business to 
continue to grow, in 2012, the Postal Service announced the creation of its Digital Solutions Group 
(DSG), to find innovative ways to use technology in order to better meet customer needs. 

Still, as noted earlier, the continued year-over-year sharp decline in First-Class mail single-piece, 
traditionally our most profitable product, will further erode Postal Service revenues. The chart below 
illustrates shifting revenue trends over the last several years. [Figure 2] 
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Figure 2 

With the shifts in customer mailing habits, the $10 billion decline, shown above, Is driven primarily by 
precipitous drops in First-Class Mail volume. Current law limits the Postal Service in its ability to offer 
new products and services. The primary challenge for the Postal Service is striking the right balance 
between cost cutting and revenue generation. Even with our intense focus on these areas, a lack of 
flexibility in our business model continues to hinder efforts to close a widening budget gap. The Postal 
Service must generate roughly $20 billion In cost reductions and revenue generation by 2016 to return to 
financial stability. But our efforts will only go so far. Legislative change is needed now. 
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The chart beiow illustrates that, even with continued efforts by the Postal Service to trim costs, without 
legislative change, the budget gap remains wide. [Figure 3] 
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Figure 3 

In the absence of enacted legislation, we are taking every reasonable and responsible step to 
immediately strengthen our financial outlook. On January 1 4, 201 3, the Postal Service’s Board of 
Governors directed postal management to accelerate the restructure of Postal Service operations to 
further reduce costs and generate revenue in order to bolster its finances. The Board is taking all steps 
under its control to operate the Postal Service like a business. 

Last week, the Postal Service announced a new six-day package delivery and five-day mail delivery 
schedule, effective the week of August 5, 2013. The anticipated savings from this schedule, when fully 
implemented, is approximately $2 billion annually. This step will close approximately 10 percent of the 
$20 billion budget gap. The new delivery schedule will provide mail delivery to street addresses Monday 
through Friday. Mail addressed to P.O. Boxes will continue to be delivered on Saturdays. Post Offices 
open now on Saturdays will not be affected by this decision. Packages will continue to be delivered six 
days per week and Express Mail, currently delivered seven days per week, will not be impacted. This 
plan serves a dual purpose; to respond effectively to the increase in package growth — a 14 percent 
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volume increase over the last two years - and to address the realities of the public's changing mailing 
habits. In March, we will publish specific guidance for residential and business customers, regarding this 
new delivery schedule. 

Although our decision was guided primarily by operational and cost savings needs, market research 
performed over the last few years has shown consistently high levels of support from the public - nearly 
seven in ten customers approve of a switch to five-day mail delivery as a way for the Postal Service to 
reduce costs. We expect even greater support for our new schedule, which maintains six days of package 
delivery. We urge Congress to take no action that would prohibit the change to five-day mail delivery. 

Our new delivery schedule is merely one part of a larger strategy to close the existing budgetary gap. 
Although we will realize approximately $2 billion annually in savings, when five-day mail delivery is fully 
implemented, that leaves another $1 8 billion that must be addressed and eliminated. No single solution 
will return the Postal Service to financial stability. A combination of actions must take place, and the 
timing of these changes is critical. The longer we wait to make structural changes, the greater the 
liabilities and losses grow. The shortfall of $20 billion will only grow larger with inflation and the 
opportunity cost of taking no action. 

A significant part of this needed structural change is reforming the laws that govern the Postal Service. 
The Postal Service, through its ongoing implementation of operational strategies and initiatives, and 
through new and innovative products and services, is able to close the $20 billion budget gap to some 
degree; however, the remaining gap can only be closed through enactment of legislation. 

Key Legislative Goals: 

During the 112'^ Congress, the Senate passed S. 1789, which included many reforms sought by the 
Postal Service. Below are reforms we think are important. They include; 

1. Require DSPS Health Care Plan (Resolves RHB Prepayment Issue) 

2. Refund FERS Overpayment 

3. Streamline Governance Model 

4. Authority to Expand Products and Services 

5. Require Defined Contribution Retirement System for Future Postal Employees 

6. Instructions to Arbitrator 

7. Reform Workers’ Compensation 

8. Right to Appeal EEOC Class Action Decisions to Federal Court 
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Require USPS Health Care Ptan: 

In February 2012, the Postal Service introduced Its Five-Year Business Plan, which contained a set of 
strategies and initiatives designed to close the substantial and crippling budget gap. We are currently in 
the process of updating the plan and will be happy to brief you and your staffs once the update is 
complete. One of the most important proposals contained in our plan and one which represents 
tremendous cost savings is a change in the way we provide health care to our employees and retirees. 


An astonishing 20 cents of every revenue dollar the Postal Service takes in must go toward health care 
costs. [Figure 4] The cost of this large component of our total operating costs, second only to wages, is 
largely outside of our control. 



Current USPS Health Care Costs; 
$13.1 Billion Per Year 



• Retiree Health Benefit 
(RH8) Prefunding 

® Health Benefit Premium 
for Retirees 

a HealQ) Benefit Premium 
for Employees 


Nearly 200 of every revenue dollar goes towards health 
care costs 


Figure 4 

There is a substantial opportunity for savings - up to $7 billion each year through 201 6 - by moving to a 
more modern, responsive and customer-focused system. This would involve having the Postal Service 
sponsor its own healthcare plan. By moving away from the federal system, nearly all of our employees 
and retirees would reap the benefits of getting equivalent or better healthcare coverage and paying less 
for it. 
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A Postal Service sponsored health care plan is critical, because it resolves the root cause of soaring 
healthcare costs - the issue of liability. Without addressing the liability issue in a responsible way, the 
Postal Service will be unable to sustain the current approach to providing health benefits to retirees. In its 
proposal, the Postal Service would sponsor its own health care plan independent of the Federal 
Employee Health Benefits (FEHB) program. This would Include employees, as well as current and future 
retirees. Congressional action to allow this fundamental change would dramatically reduce health care 
spending, helping the Postal Service take a significant step toward financial stability. It would also 
provide savings for employees and retirees. Our health care plan proposal provides savings and benefits 
in a variety of ways: 


• Helps return the Postal Service to financial stability. Preliminary estimates indicate savings would 
exceed $1 billion in reduced premiums for the Postal Service In the first year, and $600 million in 
reduced premiums for employees. 

• Eliminates the need for future scheduled RHB prepayments {ranging from $5.6 billion to $5.8 billion 
annually) under the PAEA by reducing the unfunded liability to a manageable level. 

• Leverages the tremendous buying power of more than one million employees and retirees to obtain 
better pricing. 

• Achieves significant savings for the Postal Service, employees and retirees. 

• Maintains the Postal Service’s commitment to provide quality health care coverage to our dedicated 
workforce and retirees, as the cost of FEHB plans is unstainabie. 

• Implements best practices such as improved prescription coverage, integrated care and disease 
management, wellness incentives, and integrated Medicare and Employer Group Waiver Plans 
(EGWP) for retiree health benefits. 

• Enables better choices with simple, more understandable options. 
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Regarding the RHB unfunded liability issue, below is a chart [Figure 57 showing how each plan 
component listed above reduces this liability from $53 billion down to just $1.4 billion, with a Postal 
Service-sponsored health care plan. Attached to my written testimony, and submitted for the record, is a 
white paper with more detailed descriptions of our health care plan proposal. 



Figure S* [*Preliminaiy figures] 


Refund FERS Overpayment: 

Postal Service employees participate in one of three Federal government pension programs. These 
programs are administered by the Office of Personnel Management (OPM), and employees and the 
Postal Service contribute to the programs. The funding calculations provided by OPM , with respect to the 
Federal Employees’ Retirement System (FERS) have determined that the Postal Service has overfunded 
FERS and that a surplus exists. According to the most recent actuarial estimate from OPM. the Postal 
Service has overfunded its FERS obligation by $2.6 billion, as of September 30, 201 1 . This estimated 
surplus is less than amounts previously reported, due to changes in the government-wide economic and 
demographic assumptions made by OPM. OPM's most recent calculation shows that the surplus is 
projected to have grown to approximately $3.0 billion by September 30. 2012. 
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In December 2012, the Postal Service’s Office of the Inspector General (OIG) Issued an update to a 
previously released paper on the causes of the FERS surplus. The Postal Service agrees with the two 
major conclusions in the OIG’s report. First, the distinctive characteristics of the Postal Service 
workforce, including lower salary increases than the rest of the Federal government, suggests that our 
FERS surplus is larger than the OPM’s current calculation, and 0PM should use Postal Service specific 
data to calculate the surplus. Second, in order to prevent excessive surpluses from accumulating in the 
future, 0PM should adjust the LISPS’ FERS contribution rate. The current FERS charges are too high, as 
evidenced by 20 years of surpluses, and contribute to the Postal Service’s financial crisis. Third, once 
calculated, the current deficit should be refunded to the Postal Service, The Postal Service, using postal- 
specific demographics and assumptions, calculates the FERS overfunding amount to be approximately 
$6 billion. Directing 0PM to utilize postal-specific demographics and assumptions in calculating the 
correct amount of the FERS surplus and returning the full amount of that surplus to the Postal Service is 
important, and should be completed this year. 

Streamline Governance Model; 

The Board of Governors has the responsibility to manage the Postal Service, but does not have adequate 
authority to do so. In order to meet the challenges it faces both today and in the future, the Postal Service 
must be given the tools to become a more nimble, streamlined organization, better able to respond 
quickly to the needs of a dynamic marketplace and to adjust our operations as demand for products and 
services evolves. Current law has not created a foundation by which the Postal Service can provide 
universal sen/ice in a financially sustainable manner. 

In terms of network costs, the Postal Service Board of Governors should have the clear authority to rriake 
structural changes that reduce the costs of the retail, processing and delivery networks. Currently, the 
Board considers the submission of each major operational decision to the Postal Regulatory Commission 
(PRC) for an advisory opinion following a litigious, lengthy administrative proceeding that does not 
promote timely and effective implementation of necessary, efficient cost reduction decisions. The current 
process imposes substantial costs on the Postal Service and delays savings and should be eliminated. 

At a minimum, PRC procedures should be substantially streamlined and should be after-the-fact reviews 
or handled through the complaint process. 

Another facet of restoring financial sustainability is the growth of revenue through product and pricing 
innovation, both with respect to existing lines of business and other lines of business. Giving the Board 
greater authority to exercise business judgment in this area does not mean the end of oversight by an 
external entity. A more nimble and well-defined regulatory approach is required that minimizes 
unnecessary bureaucracy, recognizes the Postal Service faces Intense competition with respect to all of 
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its products, and allows the Board to respond effectively to changing conditions. Even the PRC 
recognized in its Annual Report that the current system of regulation is not achieving the objective of 
financial stability. 

Giving the Postal Service greater flexibility over pricing and product innovation would further advance the 
goal of providing universal service in a financially sustainable way. This is demonstrated by experience in 
other countries in which postal operators have been given such flexibility. The Postal Service, like other 
postal operators, Is in the best position to determine the strategies necessary to ensure financial stability. 
In addition, the Postal Service faces the same competitive pressures as other postal operators, and has 
strong commercial incentives to be efficient and responsive to its customers’ needs in order to ensure its 
products are competitive. Extensive price and product controls are therefore not necessary. Pairing 
much greater flexibility over pricing and product Innovation with additional flexibility to address network 
costs would put the Board in a position to create a multi-^ceted and balanced approach to restoring 
financial stability. 

Authority to Expand Products and Services: 

The Postal Service must be allowed authority to establish new revenue sources and respond to a 
changing marketplace. The provisions contained in S. 17B9 from the 112*^ Congress were helpful In 
providing flexibility to the Postal Service to offer products and services that would improve our net 
financial position. The Postal Service’s financial viability is dependent not only on cutting costs but also 
generating additional revenue. As such, legislation enabling the Postal Service to offer additional 
products and services is a key component of our ability to continue to generate new revenue and Improve 
our financial condition. 

Require Defined Contribution Retirement System for Future Postal Employees: 

The Postal Service’s current employees participate in one of three federal government pension programs, 
all of which are defined benefit plans. But the Postal Service is changing. Employees coming in now 
have a much different future than current employees. We should provide a retirement system that 
benefits both the employee and the Postal Service. 

Young people in the workforce today do not stay with a company for 25 or 30 years like so many of our 
current postal workers. They tend to move around much more frequently, and a defined contribution 
system that is portable, sustainable and consistent with the private sector will serve their needs best. The 
employee would get their benefits up front and would not have to wait for them. In turn, the Postal 
Service gets cost predictability, which is sorely needed, especially in the area of compensation and 
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benefits. Nothing would change for existing employees, and the Postal Service would fulfill its obligations 
to all employees currently enrolled in the existing plans. Future employees would be fully informed when 
they enter the postal workforce, as to how their defined contribution plan would benefit them and their 
families. 

Instructions to Arbitrator: 

More than 85 percent of the Postal Service's career employees are covered by collective bargaining 
agreements. The Postal Service has included in its legislative goals the request that Congress enact 
provisions that instruct Interest arbitration panels to consider the financial condition of the Postal Service 
in interest arbitration awards. Although some argue that interest arbitrators do this already, they cannot 
function like bankruptcy courts under Chapter 1 1 in the private sector. The panels cannot restructure the 
Postal Service regulatory or business model. They do not have the authority to look at the entirety of the 
Postal Service’s finances — indebtedness, pricing, operations, service standards, capital sources, debt 
relief, etc. 

All the panels can do is address wages and benefits for a particular bargaining unit and even there the 
panel’s power is limited, because they cannot alter or modify statutory benefits like retiree health care or 
defined benefit pension plans. Given these inherent limitations (which were explicitly recognized by the 
panels in the two most recent awards involving the NRLCA and the N ALC), we believe it is especially 
important for Congress to make certain that the arbitration panels take into consideration the Postal 
Service financial condition in the areas they do have authority to address: wage rates, leave, health care 
contributions, workforce mix. job protections and related matters and to make that legislatively explicit. 
The Postal Service needs legislative language requiring arbitrators to consider the Postal Service’s 
overall financial health. 

Reform Workers’ Compensation: 

Postal employees injured on the job are covered by the Federal Employees' Compensation Act (FECA), 
administered by the Department of Labor’s (DOL) Office of Workers' Compensation Programs (OWCP), 
which makes all decisions regarding injured workers’ eligibility for benefits. 

The Postal Service has made tremendous strides in reducing its accident and injury rate, as measured by 
the Occupational Safety and Health Administration (OSHA). Since 2003, the rate of reported injuries has 
dropped by over 50 percent. By developing and implementing innovative and effective safety programs, 
we continue to drive down accidents and injuries and provide our employees with a safe work 
environment. 
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Even with this success rate, substantial workers’ compensation costs exist. We currently have 16,999 
employees on the periodic roil, being paid for total wage loss. On a yearly basis, the Postal Service must 
make payments to the DOL to reimburse them for all workers’ compensation benefits paid to or on behalf 
of employees, in addition to paying an administrative fee to the DOL. Current workers’ compensations 
costs are $1 .4 billion per year. We have accrual claims costs of approximately $17 billion, making 
workers’ compensation the Postal Service’s largest liability. 

S. 1789 contained provisions that would have made reforms to the existing workers’ compensation 
program, including modifications to current rates of compensation for varying classes of injured 
employees. It would also have required retirement eligible employees to transition from workers’ 
compensation rolls and onto the appropriate retirement program, upon reaching retirement age. Any 
future legislation must contain similar language. 

Right to Appeal EEOC Class Action Decisions to Federal Court; 

Similar to the significant strides made in reducing accidents, the Postal Service has reduced EEO formal 
complaints by 40 percent since FY 2004, ensuring compliance with the law. Today, however, the Postal 
Service is subject to class actions in the Equal Employment Opportunity (EEO) process that we believe 
have been improperly certified. Defending against these class actions is extremely costly and 
burdensome, regardless of their merit. We believe we should have the right to appeal to the federal court 
final decisions of the EEOC. This is similar to the Postal Service’s existing authority to appeal decisions o 
the Postal Regulatory Commission (PRC). 

Conclusion: 

Mr. Chairman, time is of the essence. Every day that delays enactment of meaningful and effective 
postal reform legislation, the $20 billion gap grows. We are losing $25 million a day. Every option has to 
be put on the table. These legislative goals cover a wide array of concerns and Issues. No one single 
solution is enough, however. We agree that piecemeal efforts simply will not work. 

We must make the hard decisions and act now to Implement solutions. The financial problems of the 
Postal Service grow larger every year. Delaying reform for another year or more will only accelerate our 
already dire financial condition. Our liquidity will continue to be threatened and the day may come when 
we have insufficient cash to pay our employees or suppliers. Talk of an insolvent Postal Service has 
already made some customers look for other alternatives. 
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Mr. Chairman, in order to preserve our mission to provide secure, reliable, and affordable universal 
delivery service to all U.S. residents - and do so without burdening the American taxpayer - the Postal 
Service needs urgent reform to its business model. 

The American people deserve a financially healthy and vital Postal Service. We must take courageous, 
aggressive and, yes, sometimes controversial steps now to ensure a reliable Postal Service for our 
customers and a bright future for our employees. The Postal Service is committed to working with you. 
and the rest of the Committee to achieve that goal. Thank you. 
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USPS LEGISLATIVE PROPOSAL— HEALTH BENEFITS— JANUARY, 2013 
EXECUTIVE SUMMARY 


This white paper provides an updated explanation of USPS' proposal to control and significantly reduce 
health care costs for the Postal Service and our employees, annuitants and their families. Key elements: 

• USPS IS a 238 year old institution, and Is the cornerstone of an industry that employs 
over seven million Americans and represents 5% of the country's GNP. 

• In spite of unprecedented cost and staffing reductions, USPS is facing the equivalent of 
bankruptcy. 

• 80% of USPS total costs are labor costs. Fully one-third of our labor costs are benefit 
costs. 

• USPS has determined that to survive it must reduce and control these costs. 

USPS has proposed legislation that would have the following elements: 

• USPS would administer its own Health Benefits Program and would be the Plan Sponsor. 

• Unions and the management associations would be represented in plan governance. 

• Benefits and the allocation of contributions would be subject to the bargaining process. 

• The new program would cover all current and future employees and annuitants. 

Resolving the retiree health benefits liability and funding issue is the central objective of the proposal. 
A key point cannot be overemphasized— without addressing the liability issue in a responsible way, 
there is no possible way for the Postal Service to sustain the current approach to providing health 
benefits to retirees. 

Adopting the approach used universally in the private sector and In state and local government plans to 
Integrate retiree health benefits with Medicare and conforming other elements of our health benefits 
program to the comparability standard set forth in the Postal Reorganization Act will accomplish this 
objective. 

Moreover, through this approach USPS will continue to provide benefits comparable in value to current 
benefits provided through the Federal Employees Health Benefits Program (FEHB). In addition, all 
employees and annuitants will benefit from a lower premium structure, and the resulting lower 
contributions for plan participants. 

The resolution of the health care funding and liability issue and the reduced costs these changes will 
produce for active employees, annuitants and USPS will provide approximately one-third of the savings 
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the Postal Service must realize to avert insolvency. This is the one major element of our business plan 
that can be achieved without eliminating a single Job or closing a single post office or facility. 

The savings from effectively elirhinating the unfunded liability for retiree health benefits and eliminating 
the need for further scheduled payments under PAEA would reduce USPS cash obligations by more than 
$50 billion between now and 2018, if a restructured plan were in place now. And current and future 
annuitants would be protected more fully regardless of what the future holds, since our retiree health 
benefits liability would be essentially fully funded, and remain so. 

Exhibit 2 from the body of this paper summarizes the powerful effect these changes will have on the 
liability for retiree health care benefits for USPS. 



We discuss in more detail in the body of this paper the foundation for these changes, and their financial 
impact on USPS and our employees, annuitants and their families. We stand ready to answer any 
questions the Congress may have and to provide additional information to help in your deliberations. 
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USPS LEGISLATIVE PROPOSAL— HEALTH BENEFITS-JANUARY. 2013 

I. INTRODUCTION 

The United States Postal Service is the cornerstone of an industry that employs over seven million 
Americans. Mail service providers, fulfillment companies, shipping firms, printers, transportation 
companies, and "Mom-and-Pop" small business owners combined use the mail to generate over $800 
billion in sales and revenue for the nation's economy. This represents five percent of the total Gross 
Domestic Product (GDP) in the United States. 

Congress is well aware that the Postal Service is on the brink of insolvency. Major changes in operations 
will be required to restore the balance between the Postal Service's operating expenses and revenues. 
Revenues have declined rapidly since 2007 and will continue to decline in the face of digital alternatives, 
especially the rapid growth in electronic commerce. 

In this paper we update and discuss in depth the proposal we initially presented to the Congress in 2011 
for a comprehensive solution to one of our biggest costs--the expense and liability for health benefits for 
our active workforce, our annuitants and their families. 

II. THE USPS PLAN OF ACTION FOR ADMINISTERING ITS OWN HEALTH CARE PLAN 

Right now, despite the fact that the law requires the Postal Service to provide employee compensation 
and benefits comparable to the private sector, the Postal Service does not control health care benefit 
programs for its employees or its retirees, other than bargaining for the apportionment of premium 
contributions between active employees and the Postal Service. In almost all other respects the Postal 
Service Is treated like any other entity of the federal government, in that employees participate in the 
Federal Employees Health Benefits Program (FEHB). 

The principal exception to that identical treatment is in the area of health benefit costs for annuitants, 
where the Postal Service has been treated differently from all other federal entities, both before and 
after the passage of the Postal Accountability and Enhancement Act (PAEA) in December, 2006. We 
discuss the subject of retiree health benefits and liability, and this disparate treatment, in more detail 
later in this paper. 

The Postal Service believes that it should have its own program for two principal reasons. First, benefit 
costs constitute roughly one-third of total labor costs. Approximately 80% of USPS total costs are labor 
costs. The Postal Service cannot address its current economic challenges without gaining control of its 
legacy costs, defining their breadth and scope, and setting up a reasonable program to fund them. Our 
proposal accomplishes those objectives. 

Second, under the Postal Reorganization Act, the Postal Service is obligated to provide wages and 
benefits comparable to those provided in the private sector. The private sector is adjusting constantly 


1 



88 


to changing market conditions with changes in plan design, care management, eligibility, cost 
management (including the availability of network discounts}, and a host of other factors that reflect 
"best practices" In compensation and benefit policies. The Postal Service cannot fully meet the private 
sector standard as part of the FEHB system. 

III. GOVERNANCE AND OVERSIGHT 

The Postal Service understands the importance of oversight, audit, transparency, fiduciary responsibility 
and disclosure. Moreover, we share a common interest with our employees and their families, as well 
as our other stakeholders, in assuring that the new Health Benefits Program is successful. To that end, 
commercial arrangements for administration (including especially claims administration), and related 
services must be competitive, at the outset and over time. The plan's benefits must also be provided 
and administered in alignment with best practices in the health care field. We also recognize that the 
oversight function now exercised over FEHB by 0PM, with its staff of actuaries and experts, will no 
longer be available to us. 

For these reasons, it is important to establish a solid structure for governance and oversight of the plan. 
Below are those key elements and the path we have recommended to the Congress to get the Health 
Benefits Program in place. 

The Postal Service would be the plan sponsor. The Governors would establish benefit levels and initial 
contribution levels. 

The governance and administration of plan assets would be placed in a Health Benefits Plan 
Management Committee. The members of the Committee would be fiduciaries with respect to the 
plan. 

Standard principles of fiduciary responsibility, including rules about diversification and conflicts of 
interest, will apply to plan administration, reporting, disclosure and investment decisions. The 
Committee will provide an annual report to Congress on the performance of the plan. 

The Committee will have members selected by the Postal Service, the unions and management 
associations, and the Treasury Department. It will have the authority to engage independent experts as 
required. 

There are also models in the private sector as to howto structure a governance and oversight model for 
a Company Health and Welfare Plan. The Fortune 500 companies provide ample precedent and the 
Service would be pleased to adopt a best practices approach. 


iV. THE ROLE OF THE UNIONS 
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As noted, the proposed legislation would give the unions and management associations the right to 
participate in governance through representation on the Health Benefits Plan Management Committee. 
The Postal Service envisions future contribution levels and benefits will be a subject for collective 
bargaining in accordance with the rights and limitations contained in the National Labor Relations Act, 
and supports that outcome. 

V. USPS PROPOSAL FOR RESTRUCTURING HEALTH BENEFITS FOR EMPLOYEES AND RETIREES 

A resolution of the retiree health benefits funding issue is the central objective of USPS' health benefits 
proposal to the Congress. The subject of retiree health benefits is both exceedingly complex and of 
critical importance to the future of the United States Postal Service. We discuss that subject in some 
depth in this paper. Including the implications of the Postal Accountability and Enhancement Act and 
S. 1789 passed by the Senate this past April, Quite simply, the fiscal issues facing the Postal Service 
cannot be resolved unless the Congress addresses the liability issue for retiree health benefits in a 
responsible way. Our proposal provides a path to doing so. 

Retiree Health Expense Under Pay As You Go Ithe Status Quo) 

Until 1987 the Postal Service was treated like any other entity within the federal government with 
respect to retiree health benefits. For federal employers participating in FEHB, including off budget 
agencies such as the Federal Reserve Board, the FDIC, and the Office of the Comptroller of the Currency, 
the employers are required to remit to the Treasury through 0PM both the employee and employer 
share of the health benefit premiums for all active employees. But when an employee retires, for all 
federal employers other than the Postal Service, 0PM takes the annuitant's premium contributions 
through deductions from the annuitant's pension check, and the balance of the premiums is absorbed 
by the Federal Treasury at no cost to the agency from which the annuitant retires. 

And that is the way it worked for the Postal Service until 1987. But in 1987, as part of an Omnibus 
Budget Reconciliation Act, the Congress for the first time imposed a levy on the Postal Service for a 
share of the annuitant premiums. That initial payment was $10.3 million, a nominal payment even 
allowing for the passage of time. However, over the years the formula that evolved for determining the 
Postal Service's share of annuitant health care premiums created the most rapidly growing single 
expense for the Postal Service, it is important to explain why. 

The Postal Service's growing costs for retiree health care on the current pay as you go basis (ignoring for 
the moment PAEA) reflect three independent factors: 

First, the growth of health care premiums within FEHB— over the last 5 years, those premiums have 
increased at an average pace of 5.5%, significantly above the rate of increase in postal rates and 
inflation generally and similar to the trend in employer health care premiums in the private sector. 
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Second, the "apportionment factor"— this Is the formula by which 0PM determines what share of the 
retiree premiums the Postal Service must pay, and what share is absorbed by the Treasury for pre- 
reorganization (pre-1971) service. The apportionment factor is the percentage derived by dividing all 
post-reorganization years of service for all USPS retired participants by all the years of service for all 
USPS retired participants. Since those retired participants with pre-reorganization service are much 
older than those with none, and since virtually ait new entrants into the retiree population have no pre- 
reorganization service, new entrants and mortality among those with pre-reorganization service 
combine to make the apportionment factor grow at a rapid pace, adding a 3% annual compound 
increase in costs over and above the increase In premiums. 

Finally, the retiree population covered under FEHB continues to grow and that growth also adds to this 
expense— another full percentage point in recent years. 

In Exhibit 1 below, we illustrate how rapidly USPS' cash expense on the current pay as you go basis for 
retiree health care has grown in the recent past, and how rapidly it is projected to grow in the near 
future. The blue bars show the actual expense for the ten fiscal years through Fy2011; the orange bars 
show the projected expense for the next seven fiscal years. This projected growth was prepared by the 
actuarial staff at the Office of Personnel Management in 2012. 



In FY2002, USPS' expense for retiree health care coverage was just $987 million. But by FY2011 that 
expense had grown to $2,441 billion. That Is a pace of growth over that period of 10.58% a year. At that 
pace these expenses double every seven years. 
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Exhibit 1 also shows that this growth is not expected to abate in the immediate future. Over the seven 
year period from FY2012 through FY2018, the growth in this expense projected by 0PM is almost 
identical to the growth rate over the 10 years just ended-~10.85% per year, resulting in a projected 
expense in FY2018 of just over $5 billion, more than double the cost for FY2011. Given the factors which 
drive the growth in these costs, retiree health benefit costs will overtake USPS' expenditure for active 
employee health benefits in just a few years. No other cost Is growing so rapidly for the Postal Service 
as these pay as you go costs for retiree health care. 

The Effect of the Postal Accountability and Enhancement Act 

Under current law the Postal Service is obligated to make a series of payments to fund the Postal Service 
Retiree Health Benefit Fund (PSRHB Fund), over and above continuing to pay our share of the FEHB 
premiums for retirees on a pay as you go basis. At present the Postal Service is in default with respect 
to the payments required under the statute for FY2011 and FY2012, and does not have the funds or the 
borrowing authority that would be required to make those payments. 

In addition to those cash payments which USPS has made, PAEA provided for the transfer of $17.1 
billion from overpayments to the Civil Service Retirement Fund, for total cash remittances to the PSRBH 
Fund of $38 billion since the inception of the Fund. 

With interest, the assets in the Fund as of FY2013 are projected to be just under $49 billion, compared 
with liabilities of $102.3 billion. The unfunded liability at that point is the difference, or $53.3 billion. 

Under PAEA, the Postal Service has the burden both of the scheduled advance funding payments and 
continuing to pay the cash cost of their share of annuitant premiums on a pay as you go basis. The Act 
provides no access to the Fund for defraying retiree health care costs until after the last scheduled 
payment is due in 2016. 

S.1789 passed by the Senate in April, 2012 provides for a change in the pace of funding for retiree health 
benefits compared with current law. However, since S.1789 failed to address the liability Issue, the 
combination of the continuing dual payments— the advance funding payments PAEA requires and 
continuation of pay as you go for the USPS share of FEHB premiums— would continue to leave the Postal 
Service in a completely untenable situation. Without addressing the liability these costs will rapidly 
become unaffordable, regardless of the method and pace of funding these costs. 

The central problem is as we stated at the outset. The liability for retiree health benefits does not go 
away, in the absence of changes that would reduce the liability. Such changes for current annuitants are 
entirely in the hands of the Congress. The current pay as you go expense will continue to increase at an 
unaffordable pace, and eventually— and in relatively short order— costs will exceed those that would be 
incurred under the funding anticipated by PAEA or in any other arrangement involving prefunding, since 
no interest earnings would contribute toward those future payments. 
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The Effect of the Proposal on Active Employees 

Active employees will also benefit if our proposal is enacted, and substantially. The new plan will 
produce lower premium costs that will be shared with employees, and that will result in an average 
savings to participants of approximately $700 annually. In addition, by moving to a four tier system for 
participant contributions (self only, self and spouse, self and child or children, and self and full family) 
common in the private sector, single parents and those with a spouse and no dependent children will 
see markedly lower contributions. The lower premiums that will result if our proposal is adopted will 
permit contributions for full family coverage to remain about the same as now. Benefits will remain 
comparable in value to benefits provided under FEHB now, but in a much simpler and more easily 
understood plan structure. 

USPS Legislative Proposal— The Effect on Retiree Health Care Liability and Expense 

The USPS proposal to the Congress would directly affect the liability and ultimately the expense for 
retiree health benefits in a dramatic way. It would provide a comprehensive solution both to the 
funding schedule in place under PAEA and to the grave problem associated with the growth in pay as 
you go costs under the status quo. 

None of the elements of the proposal would affect current annuitants adversely— indeed, it would 
improve their situation. And future annuitants would also benefit, through lower premiums and thus 
lower participant contributions. 

The key elements of the USPS legislative proposal with respect to retiree health benefits are set forth in 
Exhibit 2 below, along with the fiscal impact that these changes would have for USPS. 
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As Exhibit 2 shows, under current law and generally accepted accounting principles USPS has a projected 
liability for retiree health benefits in 2013 of $102.3 billion. Assets at that point will be $49 billion, 
leaving an unfunded liability of $53.3 billion. The required funding for 2013 under current law is 
projected to be $8.7 billion, including pay as you go cash costs and the scheduled payment under PAEA. 

We describe below the changes that the legislative proposal would make as summarized in Exhibit 2, 
and the effect on liability and costs, one by one. 

First, a measurement change would be required to move from the accounting liability to the funding 
liability. The funding assumptions are used since under the proposal the benefit payments will come 
from the Postal Service Retiree Health Benefit Fund and the PSRHB Fund assets and these assets are 
assumed to earn 6.25% over the long-term (OPM's assumptions as set by the independent Board of 
Actuaries). The funding assumption would be used to determine the actuarially required funding 
amount needed to fully fund the benefits, which is the sum of the Normal Cost and the Amortization 
Payment. Both of these amounts are calculated using the funding assumptions set by 0PM. 

This change will have the effect of bringing down the 2013 liability by $11.25 billion, to $91.04 billion. 

Exhibit 2. Element 1— Medicare Integration 

The second change is referred to in Exhibit 2 as Element 1. Element 1 assumes that all current 
annuitants eligible for Medicare will enroll in Parts A and B of Medicare with no penalty. That will be 
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achieved in the same way it is essentially universally achieved in the private sector and in state and local 
government plans which provide retiree health benefits. This requires a brief explanation, including 
some pertinent history. 

Medicare was signed into law by President Lyndon Johnson on July 1, 1965. The first Medicare cards 
were issued to President Harry Truman and his wife, Bess. 

Federal annuitants, however, were not eligible for Medicare unless they qualified through quarters 
earned in other employment settings. That changed in 1983, when legislation provided that federal 
employees (including USPS employees) were to be made eligible for Medicare coverage for the first 
time. 

FEHB has been available to federal employees and annuitants since 1960. But even though federal 
employees have been eligible for Medicare through their federal employment for almost 30 years, and 
through other employment for almost 50 years, 0PM has never changed the way that benefits under 
FEHB are coordinated with Medicare, for active employees orfor annuitants who are Medicare eligible. 

This is especially important for annuitants, since by law Medicare is the primary payer for an annuitant 
who is also eligible for benefits under an employer sponsored health care plan. The statutory construct 
was created by the Congress to encourage employers who provided benefits to retirees to continue to 
do so. So long as a Medicare eligible participant is covered as an employee, the employer plan is 
primary; when the employee retires. Medicare becomes the primary payer, essential to making the 
continuation of coverage affordable for employers 

In FEHB, in contrast with universal practice in the private sector and in state and local government plans, 
there is no consequence to the federal annuitant in terms of their FEHB plan coverage if they fail to 
enroll in Medicare. Their benefits are paid at exactly the same level as they would have been paid prior 
to Medicare eligibility. 

There is still an advantage to enrolling in Medicare, however, and for that reason many Medicare 
eligible federal annuitants, including USPS annuitants, do enroll. That advantage comes from the 
effective elimination of deductibles, copays and coinsurance under the FEHB plans, some of which 
explicitly waive such payments for Medicare enrollees. And some plans, including the Blue Cross/Blue 
Shield plans which cover the majority of FEHB participants, offer additional incentives such as lower 
copays for prescription drugs for participants who enroll in Medicare. 

Nonetheless, the rates of non-participation among annuitants are too high, with serious consequences 
for the cost of health benefits to USPS and to participants. Currently, 24% of USPS annuitants over age 
65 are not enrolled in Medicare Part B, And 10% of those annuitants are not enrolled in Part A, despite 
the fact that Part A is free. More troubling is the observation that nonparticipation rates in part B are 
growing among the most recently retired annuitants. Based on 0PM data, 30% of annuitants age 65-74 
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are not enrolled in part B. And non-participation in Part A has remained about the same, at 9% of the 
annuitants age 65-74. 


A participant's election not to enroll in Part B of Medicare, which covers outpatient hospital and 
non-hospital medical expenses, is to a degree understandable because that coverage comes at a cost to 
the participant. Most participants pay $104.90 monthly (in 2013). Participants with annual incomes of 
more than $85,000 ($170,000 if married and filing jointly) pay more. And as we pointed out above, the 
additive benefit that the participant receives is limited to the deductibles, copays, and coinsurance that 
would be eliminated or reduced in the FEHB plan in which they participate. So an annuitant in good 
health could reasonably conclude that they are better off avoiding the Part B contributions. (We should 
point out that on average the decision not to participate in part B will be costly to the participant, since 
they are exposed to those deductibles, copays and coinsurance payments in years in which they have 
medical expenses.) 

The nonparticipation in Part A (which covers inpatient hospital expenses), however, is not easily 
explained, because Part A is free. But it is useful to note that for those employees retired under CSRS 
who are not eligible for Social Security signing up for Part A requires some action on their part. It is not 
automatic and that no doubt accounts for at least some of the nonparticipation in Part A. It's also 
relevant that for retirees who are eligible for Part B of Medicare, 0PM will not deduct the Part B 
premiums from the annuitant's pension check without a written authorization from the Center for 
Medicare and Medicaid Services. A written request from either the participant or Social Security is not 
sufficient, and these additional hurdles to enable such payments no doubt contribute to the 
nonparticipation rates in Part B. 

What Is clearly not well understood by FEHB participants is that these levels of nonparticipation come at 
a dear cost, both to USPS and to all LISPS employees and annuitants and to their federal counterparts. 
The net effect of the nonparticipation rates in Medicare is to shift costs that would normally be 
absorbed by Medicare to the FEHB plans. For Medicare, the $104.90 monthly that most participants pay 
represents about 12% of the combined value of both Parts A and B. Yet USPS annuitants, in common 
with their federal employee counterparts, pay 30% of the FEHB premiums on average. 

So that cost shifting is a very poor bargain for the employees and annuitants, because both pay for this 
cost shifting in the blended rate structure that is used for premiums in FEHB (i.e., all rates for the FEHB 
plans are the same for active employees and for annuitants whether they are enrolled in Medicare of 
not) . And this effect also saves money for the Federal Treasury, since the portion of the cost of the 
benefit borne by the participant is much greater in FEHB than in Medicare. 

The net effect is that FEHB premiums are higher than they would otherwise need to be by virtue of the 
FEHB plans absorbing these additional claims costs, driving up premiums for both active employees and 
annuitants. 
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The way the legislative proposal would achieve universal participation in Medicare is simple, and 
consistent with practice in the private sector and In state and local government health benefit plans. 

The standard approach for employers who maintain retiree health benefit plans to ensure Medicare 
participation is to offset the benefits the employer plan will pay by the amount that would have been 
paid by Medicare, for annuitants who are eligible for Medicare but who are not enrolled. That 
effectively requires the participant to self-insure the benefit Medicare would pay if he fails to enroll, and 
removes any economic consequence of a participants failure to enroll for the plan sponsor. In practice, 
ail participants will generally enroll. 

The effect of moving to 100% enrollment in Medicare is shown in what is referred to as Element 1 of 
Exhibit 2. As the exhibit shows, this change would reduce the liability by $16.2 billion, to $74.8 billion. 
In addition, the cash costs to the Postal Service would come down by $565 million in the first year, by 
simply reversing the cost shifting now in place so that Medicare is always the primary payer for 
annuitants age 65 and older. 

It is important to point out that because of the completely different scale the cost to Medicare is 
inconsequential. In 2012 the total expenditures In Medicare were approximately $550 billion, or $10.6 
billion per week. The annual savings of $565 million to USPS thus represents less than half a day of 
claims under Medicare. The cost to the Medicare trust fund is substantially less than the savings for 
USPS, because it is offset by new participant contributions for Part B (approximately $138 million 
annually). 

Finally, costs to participants would also be reduced through the lower premiums that would be created 
through the new USPS health plan contemplated by the proposal, with no reduction in benefit levels. 

Exhibit 2. Element 2~Adoption of an EGWP Plan for Prescription Drue Benefits 

Element 2 in Exhibit 2 shows the effect of the Postal Service's proposal to adopt a so-called "Employer 
Group Waiver Plan" (EGWP) for prescription drug benefits, wrapping the employer plan around the drug 
benefits under Part D of Medicare. Under this plan, prescription drug benefits would remain as 
generous as now for all participants. And for some participants (those with catastrophic drug expenses) 
benefits would significantly increase. Participants would pay the same contributions for prescription 
coverage as before, including their combined contributions for Part D and the USPS plan. 

This type of plan takes advantage of the purchasing power of the Part D program, including the 
discounts negotiated with the pharmaceutical manufacturers for brand name and prescription drugs in 
the negotiations leading up to passage of the Patient Protection and Affordable Care Act (PPACA) and 
the closing of the "donut hole" for Part 0 participants that are embedded in the Act. 

The effect on USPS' cash expense In the first year would be about the same as Element 1, a savings of 
about $568 million. But the effect on the retiree health care liability is greater, since future increases in 
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the discounts and the closing of the donut hole generate more substantial savings in the future. The 
liability would be reduced by $20.9 billion. 

In total integrating the plan properly with Medicare and adopting the EGWP plan, in common with 
practice in the private sector, would reduce the liability by more than $37 billion, representing 70% of 
the current unfunded liability. 

It is also important that here as well, the additive cost to the Medicare program is substantially smaller 
than the savings that would be created for LISPS and participants. The discounts and better purchasing 
power under Part D of Medicare will offset the cost to Medicare by approximately $170 million annually. 

Exhibit 2. Element 3--The Effect of Lower Participant Contributions 

Element 3 reflects the changes in employee contributions. USPS' proposal contemplates moving from 
the current two tier contribution approach (contributions are based on having self only coverage or 
family coverage, regardless of the number of family members covered) to the four tier approach more 
typical in the private sector and state and local government plans. Employees would have the following 
choices available: 

Self only 

Self and spouse 

Self and child or children 

Self and full family 

Usually this type of change is a zero sum game, in that the lower contributions for self and spouse or self 
and child(ren) would have to be offset by higher contributions for self and full family coverage. But 
since premiums are projected to be so much lower, principally through the savings through proper 
coordination with Medicare, the cost for full family coverage will remain about the same as now for 
those who need full family coverage, and will come down significantly for single parents and households 
with no dependent children. And we should note that family status is dynamic, so virtually all USPS 
employees and annuitants will benefit from this change at some point in their careers and through 
retirement. 

The net effect of this change, however, is to increase the liability, since employee and retiree 
contributions to their health care coverage will in the aggregate be reduced substantially through the 
combination of lower premiums and the move to four tier coverage. The liability will be increased in the 
first year by $5.5 billion, to $59.4 billion. 

Exhibit 2. Element 4-— Purchasing Power in a USPS Plan 

Element 4 in Exhibit 2 shows the effect of combining the purchasing power for health benefits under a 
single USPS sponsored plan. While the largest plans within FEHB certainly have equivalent purchasing 
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power, that purchasing power is dissipated through the maintenance of more than 200 plans, many of 
which are very small, though in the aggregate they cover a significant share of the participant 
population. 

These savings from consolidation of the plans are projected to be about 8% of premiums, and will have 
the effect of reducing the retiree health care liability by an additional $1,896 billion to $57,538 billion. 
The reduction of the retiree liability will apply to pre-Medicare retirees only, since network discounts do 
not apply where coverage is secondary to Medicare, and the EGWP savings are already reflected in 
Element 2. 

Exhibit 2, Element 5— The Adoption of Carve Out for Coordinating with Medicare 

The final element— Element 5 in Exhibit 2— reflects the savings that will accrue by adopting a so-called 
"carve out" approach to coordinating the plan's benefits with Medicare for annuitants who retire on or 
after January 1, 2014. Carve out is the most common approach used in the private sector and in state 
and local government plans for coordinating benefits with Medicare. 

Under FEHB's current approach— so-called Coordination of Benefits— the participant who is covered by 
both Medicare and an FEHB plan will typically receive payment for 100% of all medical expenses. The 
primary plan {in this case Medicare) will pay its liability first. The secondary plan (the FEHB plan) will 
then pay the balance of expenses for the claim up to its limit of liability if no other plan were available. 
In practice, the participant will usually collect 100% of the charges, with no deductibles, copays or 
coinsurance. 

Under carve out, the primary plan (Medicare) pays first; the employer plan then pays the amount that 
would be required to place the participant in the same economic position as if only that plan wefe 
available to pay benefits. That maintains a level playing field for all participants (active employees, pre- 
Medicare annuitants, and Medicare eligible annuitants whether they participate or not) and maintains 
the same deductibles, copays and coinsurance as if the employer plan were the only plan available. That 
change will also serve an important purpose in terms of sound plan design by discouraging 
overutilization of health care services. (That effect was recognized in the administration's proposal in 
September, 2011, to impose a tax on generous Medicare Supplement plans which effectively eliminate 
all copayment requirements). 

The adoption of carve out for future annuitants would reduce the liability by an additional $7,153 billion, 
to $50,385 billion. 

The Combined Effect of the Proposal on USPS Expense and Liability 

In the aggregate, the USPS proposal reduces the unfunded liability to a nominal amount compared with 
current law and continued participation in the FEHB plans. The unfunded liability matched against 
projected assets of $49 billion in 2013 would be just $1.4 billion. Effectively, retiree health benefits 
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would be fully funded. The proposal further contemplates that LISPS would continue to fund the normal 
cost for future retiree health benefits, assuring that the fund would always be sufficient to cover these 
costs regardless of LISPS' future. 

That is the liability picture. On the expense side— the first year cash savings in total are projected at 
$1.76 billion through reduced premiums for active employees and retirees combined. Of that amount, 
$650 million would be shared with participants, principally through lower contributions; the balance 
would reduce LISPS' expense. 

Finally, the PSRHB Fund assets would be used to pay the claims and expenses for current and future 
annuitants. That would produce a funding expense in 2013 of $1,753 billion in total, compared with a 
combined expense of $8.7 billion (cash expense plus the scheduled payment required under PAEA) 
under current law in 2013. 

The Legislative Proposal— Summary 

The legislative proposal, by addressing the liability issue directly, primarily through proper coordination 
of the plan with Medicare, would produce a substantial portion of the savings that the Postal Service will 
need to return to financial stability. And these savings are achieved without eliminating a single Job, or 
closing a single post office or postal facility. 

In Exhibit 3, we compare the annual funding required to cover amortization of the small remaining 
unfunded liability and continuing to fund the normal costs accruing for employees with the costs 
associated with continuing to pay FEHB premiums on the current pay as you go basis. The blue bars 
represent the status quo, and are drawn from the same 0PM projected expense depicted earlier in 
Exhibit 1 at page 4, for the years 2013 through 2018. The maroon bars are the projected funding 
requirements if the legislative proposal were adopted by the Congress and all elements Implemented 
over the same period. 
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In the first year USPS' costs would be reduced from $3.2 billion to $1.75 billion, for a savings of $1.4 
billion. By 2018, the savings would have grown to $3.3 billion. Over the six year period depicted, 
aggregate projected savings under the proposal would be $14.3 billion, compared with the status quo 
and continued pay as you go funding. 

In addition, there would be no further need for any additional PAEA scheduled payments, since the 
PSRHB Fund would essentially be fully funded at the outset, and would remain so. Those additional 
payments represent another $37.9 billion of obligations under current law, through 2016. That 
represents combined savings to USPS over the period depicted of $52.2 billion, or about one-third of the 
savings needed to restore a balance between USPS’ revenues and expenses. 

These outcomes are in stark contrast to the Postal Service's inability to fund retiree health benefits in 
future years, either under the schedule required under current law or under a pay as you go approach 
with no prefunding. 

We are prepared to meet with the Congress and other stakeholders to discuss the proposal and to 
answer fully any questions. We respectfully urge the Congress to consider and enact this proposal given 
its importance to the Postal Service and to our employees and annuitants and their families. 
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Applicability of 6-Dav Delivery Rider 

The Postal Service has proposed to move to a general 5-day delivery schedule for mail (except 
packages), beginning in early August, 2013. This proposal is predicated on the conclusion that 
current law does not prevent a movement fo Sslay delivery in that timeframe: no regular 
appropriations bill setting forth the rider requiring ttie continuatton of *6-day delivery. . . at not less 
than the 1983 level" has been enacted tor FY 2013, and even if the current continuing resolution 
(Public Law No. 112-175) extends the tidw (although we do not concede it does), the resolution 
expires on March 27, 2013. As such, the proposal can be implemented absent the enactment 
of disabling legislative language, either in a future appropriations bill that is applicable in August 
(e.g., a fuit-year CR or regular appropriation bill), or Ni (rther legislation which prohibits the 
Postal Service from moving forward. In this regard, the Postal Service strongly believes that 
implementing its modified 5-day delivery plan is a necessary, responsible step considering its 
financial condition, and as such we will continue to work with Congress in the hopes of ensuring 
that Congress does not include a 6-day rider in future legislation. This memorandum discusses 
why the 6-day appropriations rider does not cunently prevent the implementation of the Postal 
Service’s proposal.’ 

1. Background on Postal Service Appropriations 

The Postal Service generally operates on the basis of the revenues it receives from the sale of 
its products, and from other sources; this revenue is permanently appropriated to the Postal 
Service. 39 U.S.C. § 2401(a). In addition to this permanent appropriation, the Postal Service is 
also authorized to receive various annual appropriations. One relates to public service costs 
associated with providing universal service, and has not been requested or appropriated since 
the early 1 980s. 14 at § 2401 (b), Two others relate to what is known as “revenue foregone.' 

First, the Postal Service is authorized to receive an appropriation to compensate it for revenues 
it foregoes on mail that is required by law to be carried for free (certain materials for the blind 
and overseas voters), li at § 2401(c), This appropriation is based on an estimate of the 
revenue that witl not be received during the fiscal year covered by the appropriations bill,: plus 
ah adjustment for a prior fiscal year to reconcile the estimate for that year with actual results. 

For example, the FY 201 2 appropriations bill compensated the Postal Service for estimated FY 
2012 revenue foregone (along with a reconciliation adjustment for FY 2009). See, e.g. . Budget 
of the United States Government . Fiscal Year 2013, Appendix at 1 386. This compensation for 
FY 2012 came in the form of a reimbursement provided in full on October 1 , 2013, the beginning 
of FY 2013. 

Second, the Postal Service is authorized to receive an annual appropriation of $29 million for 
each fiscal year through FY 2035 to compensate it for losses caused by insufficient revenue 
foregone appropriations in FYs 1991 through 1993, at a time when the revenue foregone 
appropriation covered a broader array of preferred-rate mail categories than just free mail for 
the blind and overseas voters, and for tosses caused by the transition provisions of a prior law 
that eliminated the appropriations for those prefeoed rate categories. 39 U.S.C. § 2401(c), 
Congress did not appropriate this money in FY 2012. 


' The Postal Service also believes that its 5-day delivery proposal is fully consistent with its obligations 
under title 39, United States Code, and that the only potential legal prohibition on implementing the 
proposal is the appropriations rider. This memorandum does not discuss title 39 issues. 
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In the appropriations bills that have provided these anoounts (or, as it did last year, only the first 
amount), Congress each year includes various riders. The FY 2012 appropriations act was 
typical, setting forth three long-standing riders in addition to the 6-day rider: 

For payment to the Postal Service Fund for revenue forgone on free and reduced 
rate mail, pursuant to subsections (c) and (d) of section 2401 of title 39, United 
States Code, $76,153,000, which shall not available for obligation until 
October 1 , 201 2: Provided, That mail for overseas voting and mail for the blind 
shall continue to be free: Provided further, 6-day delivery and rural delivery 
of mail shall continue at not less than the 1983 level: Provided further, That none 
of the funds made available to the Postal Service by this Act shall be used to 
implement any rule, regulation, or policy of charging any officer or employee of 
any State or local child support enforcement agency, or any individual 
participating in a State or local program of child support enforcement, a fee for 
information requested or provided concerning an address of a postal customer. 

Provided further, That none of the funds provided in this Act shall be used to 
consolidate or close small rural and other small post offices in fiscal year 2012. 

Consolidated Appropriations Act, 2012, Public Law No. 112-74. 

2. The 6-Day Appropriations Rider Must be Re-enacted Each Fiscal Year to Have Effect 

As an initial matter, it is clear that the 6-day appropriations rider does not constitute permanent 
legislation, and must therefore be annually re-enacted in order to have continuing effect. 
Substantive restrictions set forth in appropriations legislation are “strongly presumed” not to be 
permanent legislation. See, e.g. . Building & Constr. Trades Dep’t. AFL-CIO v. Martin , 961 F.2d 
269, 273-74 (D.C. Cir. 1992) (noting the “very strong presumption" that when an appropriations 
act makes substantive changes in the law, “the change is only intended for one fiscal year."); 20 
U.S. Op. Off. Legal Counsel 232 (1996) (noting that, based on case law, “clear and convincing 
evidenoe of congressional intent is needed to establish that a provision in an appropriations ad 
constitutes permanent legislation”); General Accountability Office, Principles of Federal 
Aporopriations Law . Vol. I, at 2-34 (3rd ed. 2004) (“A provision contained in an annual 
appropriation act is not to be construed to be permanent legislation unless the language used 
therein or the nature of the provision makes it clear that Congress intended it to be permanent.”) 
(hereinafter “ Red Book ”). There is nothing in the plain language of the 6-day rider to rebut this 
presumption. Indeed, the fact that Congress has included it in annual postal appropriations 
language indicates that Congress does not consider it to be permanent. See, e.g. . Red Book , 
Vol. I, at 2-37 (noting that “the repeated inclusion of a provision in annual appropriation acts 
indicates that it is not considered or intended by Congress to be permanent”) (citations omitted), 

3. The Current Partial-Year Continuing Resolution Does Not Prevent Implementation of 

5- Oay Delivery in August 

The current continuing resolution (CR) does not prohibit implementation of 5-day delivery in 
August. The CR expires according to its terms on March 27. 2013. See Pub, Law No. 112-175, 
§ 106, Therefore, even if the CR extended the 6-day rider beyond the end of FY 2012 (which, 
as discussed below, we do not concede), the CR clearly does not extend the requirement that 

6- day delivery be maintained to the Postal Service's proposed implementation date in August. 
Furthermore, even if the rider is currently in effect, it does not prevent the Postal Service from 
proposing a future change to the number of days of delivery, and to make preparations to 
effectuate that change. The Postal Service will urge Congress not to act to prevent the 
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implementation of the modified SHday plan, either through appropriations legislation that 
succeeds the CR, imposes the six-day delivery requirement, and extends through August, or 
through other legislation that requires the same result. 

In this respect, the Postal Service's action of setting forth its modified plan, and requesting that 
Congress not act to stop implementation, is not something that can only be done because a CR 
is in effect. As noted above, Congress must aimually decide whether to continue the 6-day 
rider; the rider therefore expires when the fiscat year covered by the appropriations act 
incorporating the rider expires. The Postal Sofvice could have, in any year, prior to the 
enactment of an appropriations act for the next fiscat year containing the rider, issued a plan to 
implement a modified 5-day delivery plan on October 1 (the beginning of the next fiscal year), 
and requested that Congress ensure that appropriations legislation for the next fiscal year not 
prevent the Postal Service from implementing ort that date. This is not “flouting* the will of 
Congress, as has been suggested by some, but requesting that Congress make a policy 
decision to allow the Postal Service to move to 5-day mail delivery. What is unique about this 
year is that the Postal Service can propose a date in the existing fiscal year rather than at the 
beginning of the next fiscal year, without requesting that Congress affirmatively change existing 
law, because of the fact that a full-year funding bill incorporating the rider has not yet been 
enacted. 

This year might also be unique because in our view the current CR does not extend the rider 
even at this point of time (though, as discussed further below, this issue is Irrelevant to 
determining whether 5-day delivery can be implemented in August). The FY 201 2 
appropriations bill only provided what is known in appropriations law as an “advance 
appropriation”: the reimbursement for estimated FY 2012 revenue foregone expenses was not 
made available until October 1 , 2012, the beginning of FY 2013, See General Accountability 
Office, A Glossary of Terms Used in the Federal Budget Process . GAO-05-734SP, at ? (2005) 
(defining 'advance appropriation ).^ Based on a comparison of the current CR with prior CRs, it 
is doubtful that the extension 6f budget authority set forth in § 101(a) of the current CR confers 
any advance appropriations like the one afforded to the Postal Service in the 2012 
aRpfopriations legislation. As such, we do not believe that the current CR extends the e-day 
riSerii which cannot serve as a condition imposed on the receipt of appropriated funds when 
those funds have not been appropriated. 

From a review of recent fiscal years in which Congress never enacted a regular appropriations 
bill, and instead promulgated a full-year CR following a series of partial-year CRs (FYs 2007 
and 2011), Congress did not address advance appropriations until the fuli-year CR, and it did so 
though an explicit provision, not included in the partial-year CRs, S§g Revised Continuing 
Appropriation Resolution, 2007, Pub. Law No, 1 10-5, § 109 (“With respect to any discretionary 
account for which advance appropriations were provided for fiscal year 2007 or 2008 in an 
appropriations Act for fiscal year 2006, the levels established by section 101 shall include 
advance appropriations in the same amount for fiscal year 2008 or 2009, respectively, with a 
comparable period of availability." ); Department of Defense and Full-Year Continuing 
Appropriation Act, 2011, Pub, Law No. 112-10, § 1 118 (With respect to any discretionary 
account for which advance appropriations were provided for fiscat year 2011 or 201 2 in an 
appropriations Act for fiscal year 201 0, in addition to amounts otherwise made available by this 


^ As discussed further below, white the Postal Service received an 'advance appropriation" within the 
technical meaning of that term, the term is something of a misnomer In this context, tjecause the 
appropriation is a reimbursement expenses incurred in the fiscal year covered by the appropriations 
act 
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Act, advance appropriations are provided in the same amount for fiscal year 2012 or 2013, 
respectively, with a comparable period of availability.”). 

Past practice therefore indicates that Congress has not intended the language of § 1 01 in 
partial-year CRs as conferring advance appt^srbttons. This past practice is highly relevant 
because the current CR, tike the CRs in PYs 2007 and 201 1 , follows what GAO refers to as the 
“traditional” form, in that It uses a number standardized provisions, including § 101, Red 
Book . Vol. ll, at 8-3, If § 1 01 of the partial-year CSlts in those prior years were not Interpreted as 
conferring advance appropriations, there seems to be no reason to interpret the language of 
§ 101 in the current CR any differently. Cf. Id. at 8-8 (noting that “indications of congressional 
intent expressed in well-established methods” are relevant in interpreting the language of 
traditional continuing resolutions). 

This interpretation is re-enforced by language in the full-year CRs for those years that 
speciffcally addressed the Postal Service’s appropriation; this language further indicated that an 
advance appropriation for revenue foregone was not provided until those separate, explicit 
provisions were included in the full-year CR. In the FY 2007 full-year CR, for example, 
Congress included the following provision: 

Notwithstanding section 101, the level for 'United States Postal Service, Payment 
to the Postal Service Fund’ shall be $29,000,000; and, in addition, $6,915,000, 
which shall not be available for obligation until October 1, 2007, and shall bB in 
addition to amounts provided under section 109. 

Revised Continuing Appropriation Resolution, 2007, Pub. Law No. 1 1 0-5, § 21072 (emphasis 
added). This language first reflects the fact that the FY 2006 appropriations act provided a 
regular appropriation (i.e., an appropriation made available in the fiscal year covered by the 
appropriations act) in addition to an advance appropriation. This regular appropriation was 
extended by the full-year CR (it had also been extended by the partial-year CRs), though 
ultimately in the amount of $29 million rather than the figure provided in the FY 2006 act. The 
language also says that, "in addition", the full-year CR provided $6,915 million as an advance 
appropriation, on top of an advance appropriation amount equivalent to that provided in the FY 
2000 act pursuant to section 109 (which was the provision explicitly addressing advance 
appropriations). 

Similarly, the FY 201 1 full-year CR included the following provision: 

Notwithstanding section 1118, the amounts included under the heading 
"Independent Agencies, United States Postal Service, Payment to the Postal 
Service Fund" in division C of Public Law 111-117 shall be applied to funds 
appropriated by this division as follows; 

(1) By substituting "$86,705,000" for “$118,328,000'', 

(2) By substituting "$74,905,000" for “$89,328,000", 

(3) By substituting "2011" for "2010”. 

Department of Defense and Fult-Year Continuing Appropriation Act, 201 1, Pub. Law No, 112- 
10, § 1569 (emphasis added). This language expressly referred back to section 1118, which as 
noted above provided advance appropriations “in addition to amounts otherwise made available 
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by this Act,” again Indicating that until an explicit provision was included in the full-year CR, the 
CRs employed in that fiscal year did not confer an advance appropriation to the Postal Service,^ 

If section 1 01 (a) of the current partial-year OR does not confer an advance appropriation, the 
Postal Service has been appropriated no money under the current CR for its FY 2013 revenue 
foregone expenses: this is because, unlike the FYs 2006 and 2010 appropriations acts, the FY 
2012 appropriations act did not provide the Postal Service With a regular appropriation. Since 
this is the case, it Is counterintuitive to argue that the partial-year CR extends the 6-day rider, 
considering section 1 01 (a) indicates that the "conditions" provided in the FY 2012 
appropriations acts would continue to apply to "amounts" appropriated by the CR. The Postal 
Service has been appropriated no amounts by the CR, and thus the rider should not togloaHy be 
in effect. 

However, this debate is largely beside the point, because the Postal Service is not proposing to 
implement its plan during the term of the existing CR. Rather, the Postal Service is proposing to 
implement its plan in August, well after the current GR expires. Prior to that, Congress wilt have 
the opportunity to enact further appropriations legislation. As such, the Postal Service's legal 
ability to move forward with its plan depends on Congressional restraint to refrain from enacting 
any full-year funding bill, or other legislation which imposes the 6-day delivery obiigation. 

4. The FY 2012 Appropriations Bill Does Not Prevent Implementation of 5-Day Delivery in 
August 

An additional issue to consider is whether the Postal Service is precluded from moving to 5-day 
delivery in August because of the fact that the rider was incorporated into the FY 201 2 
appropriations bill, A potential argument is that, because the FY 2012 appropriations language 
provided the Postal Service with an advance appropriation available tor obligation beginning 
October 1, 2012 (the start of FY 2013), the rider applies throughout FY 2013. However, the 
Postal Service believes that Congress' long-standing and consistent intent in enacting the rkier 
is to ensure that 6-day delivery is provided in the fiscal year that is covered by the 
appropriations act, meaning the FY 2012 act required 6-day delivery in FY 2012, but not 
beyond. 

The revenue foregone appropriation for free mail for the blind and overseas voters is based on 
an estimate of the revenue that will not be received during the fiscal year covered by the 
appropriations act, plus an adjustment for a prior fiscal year to reconcile the estimate for that 
year with actual results. The FY 2012 act, for instance, reimbursed the Postal Service for FY 
2012 revenue foregone, with a reconciliation adjustment for FY 2009. Therefore, this is note 
situation in which Congress, through an advance appropriation, is providing future funding for a 
particular program based on a decision regarding the operating needs of the program In a future 
period of time," Rather, Congress is reimbursing the Postal Service for revenue not generated 


^ The FY 2010 appropriation act had also provided a regular appropriation, in the amount of $29 million, in 
addition to an advance appropriation of S89.328 million. 

" For instance, Congress has used discretionary advance appropriations to give the agency administering 
the program greater certainty regarding the resources it will have in the future, so that it can better 
manage the services it provides in that year. See, e.q. . H.R. Rep, No. 111-171 (2G09) (discussing 
advance appropriation authority for the Department of Veteran's Affairs), It has also used the device to 
with respect to agencies providing grants or government assistance to persons or other entitles, to ensure 
that those agencies have certainty as to the amounts they will be able to provide in a future period. See 
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during the fiscal year covered by the appropriations act, and is simply delaying the Postal 
Service’s receipt of that reimbursement until the start of the subsequent fiscal year.® There is no 
reason to believe that the rider — ^which is a cesnditton on the receipt of the reimbursement— is 
intended to apply to the fiscal year following the year covered by the appropriations act, whose 
revenue foregone costs will be reimbursed in future legislation. Rather, the rider requires that, 
in order to be reimbursed for a particular fiscal year, the Postal Service must maintain 6-day 
delivery in that fiscal year,^ 

This interpretation properly reflects the boilerplate nature of the 6-day rider. Originaily crafted in 
the early 1980s as a free-standing requirement in reconciliation legislation, the requirement that 
e-day delivery be maintained soon morphed into a rider on the use of appropriated funds and 
then to Its current form, a straight requirement to continue 6-day delivery {though still expressed 
as a condition on the receipt of appropriated fiinds).^ Until the FY 1999 appropriations 
legislation, the Postal Service was provided regular appropriations for revenue foregone, rather 
than advance appropriations, Se, e.q. . Postal Service Appropriations Act, 1988, Pub. L No. 
100-202; Postal Service Appropriations Act, 1996, Pub, L. No. 104-52. It was therefore dear 
that the rider only applied to the fiscal year covered by the appropriations act See, e.q. , 

Building & Constr, Trades Dep't, AFL-CIO v. Martin . 961 F.2d at 273-74.® 

Beginning with the FY 1999 appropriations act, Congress began to use the device of an 
advance appropriation to delay the Postal Service's receipt of the reimbursement payment. See 
Postal Service Appropriations Act, 1999, Pub. L. No. 105-277. This advance appropriation has 
usually been accompanied by a regular appropriation (e.g., the Postal Service Appropriations 
Act, 2003, Pub. L. No. 108-7), though, as the FY 2012 act demonstrates, this has not always 
been the case. There is no indication that, when Congress began using the device of an 
advance appropriation in order to delay the obligation of some (or, in certain years, all) of the 
funds provided to the Postal Service as reimbursement for revenue foregone for the year 
covered by the appropriations act, it considered this change as affecting the time period in 
which the 6-day rider was applicable. Indeed, the proposal to delay the FY 1999 payrherit until 
the beginning of FY 2000 was proposed by the Senate Appropriations Comrntttee (H-R. 

R6P. No. 105-825, at 1490 (1998)), and the discussion of the 6-day rider for FY ^ 

identical to its discussion in FY 1998, when an advance appropriation was not Used,; ;Gbittb8fe i\ 
S.: Ref, NO, 105-49, at 39 (1997) yvitli S. REP. No, 105-251, at 43 (1998). If the;dafcM»f’i’ S 
advance appropriation constituted a change in the time period in which the rider appliSs, its tise 


Budget of the United States Government . Fiscal Year 2013, Appendix at 1427 (listing discretionary 
advance appropriations). 

’ In addition, unlike most other Executive Branch entities that may receive an advance appropriation, the 
Postal Service is generally exempt from provisions of "Federal law dealing with public or Federal 
contracts, property, works, officers, employees, budgets, or funds." 39 U.S.C. § 410(a). As such, an 
interpretation of the 6-day rider would seem to have little broader relevance as to how other advance 
appropriations may be interpreted. 

' Indeed, a condition imposed on reimbursement does not as a logical matter extend beyond the 
relrhbursement: for instance, if you work for two weeks and get paid for doing so, acceptance of the 
reirhbursement does not compel you to work another two weeks. 

^ A survey of the legislation setting forth a 6-day delivery requirement is provided in Appendix B of the 
Postal Regulatory Commission's Report on Universal Service and the Postal Monopoly, available at 
httD://www.prc.aov/Drc-oaQesflibrarv;reports-and-studies/default.aspx (hereinafter “Appendix 6"). 

“ Indeed, in originally incorporating the 6-day delivery requirement Into the appropriations process, it was 
emphasized that the condition would only apply In the fiscal year covered by the appropriations act, See 
Appendix B, at 1 58. 
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in the FY 1999 appropriations act (which only provided an advance appropriation)® would have 
meant that the 6-day rider did not appty m FY 1999. There is certainly no reason to believe that 
Congress intended to create such a gap ift flie s^jplteabiilty of the 6-day rider to exist; indeed, 
the Senate Committee report expressly t»ted#»t it was necessary to include the rider in the FY 
1999 legislation to protect 6-day delivery: In 19^;“ S. Rep. No, 105-251, at 43.'° Overall, there 
is no reason to believe that, by utilizing an advance appropriation as a mechanism for 
compensating the Postal Service for revenue foregone In a particular fiscal year, Congress 
intended to deviate from its original intent of havihg the 0-day rider apply to the fiscal year 
covered by the appropriations act (and hence to the fiscal year for which the revenue foregone 
being compensated for is incurred). 

A counter-argument might be that the language of the small post office proviso, which expressly 
applies to "fiscal year 2012,” demonstrates that when Congress vwshes to specify when a rider 
applies to a specific fiscal year other than the year in which the appropriated funds are made 
available, it does so expressly. However, the fact that the 6-day rider does not have equivalent 
language loses significance when one considers that the provisos existed in the exact same 
form when it was clear that both only applied to the fiscal year covered by the appropriations 
act. As such, there is no reason to believe that Congress has intended the varying language 
between the two provisos to be a relevant consideration in interpreting the time period in which 
the 6-day rider applies. 

In fact, according dispositive significance to the small post office proviso’s reference to.Tiscal 
year 2012” would render that proviso completely superfluous under its plain language: it was 
impossible for the Postal Service to have used the “funds provided in [the FY 2012] Acf to. close 
small post offices “in fiscal year 2012," since the appropriated funds were not provided to the 
Postal Service until October 1, 2012. This inconsistency again reflects the boilerpiate nature of 
the riders attached to the Postal Service's appropriation language, and underscores that . 
Congress has not intended its decision to use an advance appropriation to reimburse the Postal 
Service for revenue foregone expenses in the year covered by the appropriations act as being; 
Of im:portance in determining how the riders should be interpreted. The only way to avoid 
rendering the rider completely superfluous is to interpret it as not being limited to "fiscal year 
2012.” A contrary attempt to avoid rendering the proviso superfluous— that the proviso prohibits 
the closure of small post offices, even with the use of the Postal Service's permanently 
appropriated funds (as opposed to the funds appropriated on an annual basis) as a condition of 
being reimbursed tor revenue foregone — is untenable, because it would ignore the fact that the 
limitation of the rider to use of the “funds provided in this Act' is centrally important to ite long' 
understood meaning: the Postal Service has over the years closed many smalt post offices as it 
has adapted its retail network, without running afoul of the rider. See, e.o. . Postal Regulatory 
Commission, Report on Universal Service and the Postal Monopoly, at 136 (2008) (noting that 
the small post office rider “does not appear to not appear to bar the Postal Service from using 
other funds to close or oonsotidate small post offices, and the Postal Service has in fact closed 


® The FY 1999 appropriations language stated that "none of the funds" provided by the Act were available 
for obligation until October 1, 1999. 

’° The Report's mention that 6-day delivery should be provided "beyond" FY 1999 was hortatory, since 
the same statement was included in prior Committee reports when the appropriations language provided 
only a regular appropriation. See, e.o. . S. Rep. No. 105-49, at 39 (FY 19^ appropriations act); S. Rep. 
No. 103-286, at 47 (FY 1995 appropriations act) (Indeed, this reference to maintaining services “beyond" 
the current year applied to the small post office rider as well, which by its express terms was limited to the 
fiscal year covered by these acts). 
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or consolidated hundreds of small post dffices/^ince 1985,”); see also id. at 1 37 ("Congress has 
not expressly barred the Postal Service from closing small and rural post offices.’’).” 

This highlights a relevant distinction between the small post office proviso (and the child support 
proviso) and the 6-day rider, which further supports an interpretation that the 6-day rider applies 
to the fiscal year covered by the appropriations act, and hence the fiscal year on which the 
reimbursement is based. The small post office proviso, as well as the child support enforcement 
proviso, are limitations on the use of the Tunds made available” or the ‘funds provided in" the 
Act; by contrast, the 6-day rider is a condition imposed on the Postal Service's ability to be 
reimbursed for revenue foregone for a particular year,''® The fact that the small post office and 
child support enforcement provisos are use limitSions on the precise funds that are 
appropriated serves to mitigate their breadth, by allowing the Postal Service to take the actions 
prescribed by the provisos so long as it uses permanently appropriated funds to do so. By 
contrast, the 6-day rider cannot be satisfied in this fashion. At the same time, the fact that the 
small post office and child support enforcement provisos (but not the 6-day proviso) apply to the 
actual use of the funds means they naturally govern the use of the funds, once received. By 
contrast, because the 6-day rider is a condition imposed on reimbursement, rather than a 
condition imposed on the use put to that reimbursement, there is ho reason to conclude that it is 
appropriate to have the 6-day rider apply on the basis of when the reimbursement for a fiscal 
year actually occurs.’^ 

This interpretation is further supported by a discussion of the appropriations language in the 
Senate Appropriations Committee Report for the FY 2013 appropriations bill (S. 3301, 1l2th 
Cong.). Rather than indicating an understanding that the FY 2012 appropriations act already 
ensured that 6-day delivery would be provided in FY 201 3, the Report notes that action in the 
FY 2013 bill was needed to preserve this requirement: 

Mail Delivery.— Since fiscal year 1981, annual appropriations bills have each 
included language requiring 6-day per week postal delivery. The Committee 
believes that 6-day mail delivery is one of the most important services provided 
by the Federal Government to its citizens. Especially in rural and small-town 
America, this critical postal service is the linchpin that serves to bind the Ndtion 
together. The Committee does not include a provision that would alter this 
requirement during fiscal year 2013. 


" The Postal Service is given broad statutory authority to detennine the contours of its retail network In 
order to provide customers with “ready access to essential postal services” in a manner that is "oohsistent 
with reasonable economies of postal operations.” 39 U.S.C. § 403(b)(3). See also PRC USO Report at 
195 (“The Postal Service has used its flexibility to realign the placement of postal facilities to meet the 
needs of patrons as those needs change. The historic growth and decline in the number of post offices 
and Collection boxes in favor of carrier delivery and collection at an individual's mailbox both demonstrate 
the continuing realignment of access to comport with the needs of patrons nationwide.'). 

As noted above, at one point very early in its history the rider was a limitation on the use of 
appropriated funds, 

’ ' Furthermore, considering the small post office proviso is explicitly tied to the Postal Service’s use of the 
appropriated funds, in contrast to the 6-day requirement, there is not an equivalent need, in order to 
adhere to Congressional intent, to avoid interpreting the history of the appropriations language so as to 
avoid a “gap" in the period of time in which the rider was governing the Postal Service. In other words, 
the fact that the small post office proviso did not operate in FY 1 999 (due to the fact that Congress moved 
to an advance appropriation) does no violence to Congress's intent regarding the rider, whereas it would 
with respect to the 6-day delivery rider. 
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See S. Rep. No. 112-177, at 116-1 17 {2012) (emphasis added). While it is true that this Report 
discusses the unenacted FY 2013 approptiaflons bill rather than the FY 2012 appropriations bill, 
it is clearly a valid means of ascertaining Cof^ress's understanding of the 6-day rider in the FY 
2012 bill, considering the FY 2013 approprtaUons language being discussed by the Senate 
Report was identical in all material respectstotheenactecI FY 2012 language, and was the 
product of the exact same Congress (the t12fh) that enacted the FY 2012 bill,” Thus, there is 
no reason to believe that Congress's understar^mg of the FY 2012 language would have 
changed from FY 2012 to FY 2013. 

Finally, the Postal Service's interpretation is consistent with prior public statements that were 
made to both Congress and the Postal Regulatory Commission (PRC) when the Postal Service 
originally proposed 5-day delivery; these statements have not been challenged in any way. In 
the spring of 2010, the Postal Service proposed to move to 5-day delivery for all mail, with a 
proposed implementation date during FY 2011, In the FY 2010 appropriations bill (Public Law 
No. 111-117), Congress enacted a revenue foregone appropriation that included an advance 
appropriation (and hence available for obligation in FY 2011), which, under the argument being 
considered here, would have forbidden the Postal Service from moving forward with its 5-day 
delivery plans in FY 2011, absent a change in the law affirmatively granting the Postal Service 
the authority to do so. Nevertheless, in a Report to Congress describing its proposal (also filed 
during the PRC advisory opinion proceedings), the Postal Service noted that implementing its 
plan required that Congress not act to prevent implementation: 

The Postal Service’s intent is to implement five-day delivery during FY 201 1 . 

which ends Sept. 30, 201 1 . For that to happen, Congress must not enact an FY 

2011 appropriations bill requiring six-day delivery. 

See Ensuring a Viable Postal Service for America -How Five-Dav Delivery is Part of the 
Solution at 5 (2010). available at http://www.Drc.aov/Docs/67/67429/USPS-LRr1.Pdf . The 
Postal Service made similar statements in other filings at the PRC, which no party contested. 
See, e.g. . PRC Docket No, N2010-1. Request of the United States Postal Service fOf ah 
Advisory Opinion on Changes in the Nature of Postal Services, at 10 (2010) (“Assuming no 
disabling legislative enactment, the Postal Service intends to implement its Docket No. N20t0-1 
service Changes in fiscal year 2011, which begins on October 1, 2010.'). White it is true that the 
lack of any challenge to these statements is not definitive evidence of the meaning of the 6-day 
rider, it does indicate the consistent understanding within the postal community — ^Whioh is 
consistent with the consistent intent of Congress — as to the time period in which the 6-day rider 
applies.’® 


The only changes from the 2012 language to the 2013 language discussed In the Report were to the 
amounts appropriated, the date those amounts would be made available, and the inclusion of an 
additional rider in the 2013 language concerning the closure of mail processing plants. 

Regarding the postal community, it is at least noteworthy that in a press release issued when the 
current continuing resolution was enacted, the National Association of Letter Carriers (NALC) stated that 
the 6-day requirement was only valid through the period in which the resolution is in effect. See 
http://afl.salsalabs.cQmro/5875/t/0/blastContent.isD?email blast KEY=107413 . NALC has re-iterated that 
position. See http://af!.salsalabs.com/o/5875/t/0/blastCOfrtent.jsp?email_blast_K6Y=1251 60 
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U.S. POSTAL SERyiGE 

Urgent Atrtion Needed to Achieve Financial 
Sustainability 


What GAO Found 

The U.S. Postal Service (USPS) continues to incur unsustainable operating 
deficits, has not made required payments of SIlTblllion to prefund retiree health 
benefits, and has reached its $15 billion borrovwng limit. Thus far, USPS has 
been able to operate wittiin these constraints, but now faces a critical shortage of 
liquidity that Oireatens ite financial solvency and ability to finance needed capital 
investment USPS had an almost 25 percent decline in total mail wlume and net 
losses totaling $40 billion since fiscal year 2006 (see table). \Miile USPS 
achieved about $15 billion In savings and reduced its workforce by about 
168,000 over ttiis period, its debt and unfunded benefit liabilities grew to $96 
billion by the end of fiscal y^r 2012. USPS expects mail volume and revenue to 
continue decreasing as online, bill communication and e-commerce expand; 


Table: USPS Financial and Operational Information, Fiscal Years 2006 through 2012 

Fiscal year 

Net Income 
($ in billions) 

Annual savings 
(S In billions) 

Total mail 
volume 
(billions) 

Career 

employees 

(thousands) 

2006 

S0.9 

$0.3 

213 

696 

2007 

(5-1) 

1,2 

212 

685 

2008 

(2.8) 

2.0 

203 

663 

2009 

(3.8) 

6.1 

177 

623 

2010 

(8-5) 

3.0 

171 

•684 

2011 

(5-1) 

1.4 

168 

557 

2012 

(15.9) 

1.1 

160 

528 


S»jrc« USPS. 


USPS has reported on several initiatives to reduce costs and increase its ^ 
revenues to curtail future net losses. To reduce costs, USPS ahri6uficeci;Sv5*^^^^ 
business plan in February 2012 with the goal of achieving $22;$ biillbh lb^ 
cost savings by the end of fiscal year 201 6. USPS has begun implementing ^ 
plan, which includes making changes to its mail processing, retail, and deliveiy 
networks and redesigning its workforce in line with changing mail volume; To 
achieve greater savings, USPS’s Board of Governors recently directed postal 
management to accelerate these efforts. To increase revenue, USPSJe pursuing 
55 initiatives. While USPS expects shipping and package services to continue to 
grow, such growth is not expected to fully offset declining mail volume. 

USPS needs to reduce its expenses to avoid even greater financial losses, repay 
its outstanding debt, continue fijnding its retirement obligations, and increase 
capita! for investment, including replacing its aging vehicle fleet. Also, Congress 
needs to act to (1) modify USPS’s retiree healto benefit payments in a fiscally 
responsible manner; (2) facilitate USPS’s ability to align costs with revenues 
based on changing workload and mail use; and (3) require that any binding 
arbitration resulting from collective bargaining takes USPS’s financial condition 
into account. No one action in itself will address USPS's financial condition; we 
have previously recommended a comprehensive package of actions. If Congress 
does not act soon. USPS could be fisrced to take more drastic actions that could 
have disruptive, negative effects on its employees, customers, and the 
availability of postal services. USPS also reported that it would prioritize 
payments to employees and suppliers ahead of those to the federal government. 

United States Government Accountability Office 
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Washington, DC 20548 


Chairman Carper, Ranking Member Coburn, and Members of the 
Committee; 

We appredate the opportunity to be here today to discuss the status of 
the U.S. Postal Service’s (USPS) financial condition and actions needed 
to address USPS’s financial challenges. We added USPS’s finandal 
condition to our High Risk List in 2009, and USPS continues to face a 
serious financial crisis as its mail volume declines. USPS has not 
generated sufficient revenue to cover its expenses and financial 
obligations. While USPS must continue its efforts to align costs with 
revenues, congressional action is needed to facilitate necessary changes 
and help the Postal Service begin to transition to financial sustainability. 

This testimony discusses (1) USPS's financial condition, (2) its initiatives 
to reduce costs and increase revenues, and (3) actions needed to 
improve its financial situation. This testimony is based primarily oh our 
past and ongoing work examining various aspects of USPS’s operations 
and our analysis of its recent financial results, an analysis that we 
performed from January 2013 to February 2013. Our work was conducted 
in accordance with generally accepted government auditing standards. 
Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable, basis for our 
findings and conclusions based on our audit objectives. We belieye tHat 
the evidence obtained provides a reasonable basis for our fir)dthgs arid 
conclusions based on our audit objectives. 


USPS'S Financial 
Condition 


^39 U.S.C.§ 101(a). 

^The Postal Accountability and Enhancement Act (PAEA) required USPS to make fixed 
annual payments (ranging from $5.4 billion to $5.8 billion per year from fiscal years 2007 
through 2016) to begin prefunding the cost of future retiree health benefits accrued by 
current employees and retirees. Pub. L. No, 109*435, § 803,T20Staf. 3198 
(Dec. 20, 2006). 


USPS faces a dire financial situation and does not have sufficient 
revenues to cover its expenses, putting its mission of providing prompt, 
reliable, and efficient universal services to the public at risk,"' USPS 
continues to incur operating deficits that are unsustainable, has not made 
required payments of $1 1 . 1 billion to prefund retiree health benefit 
liabilities.^ and has reached its $15 billion borrowing limit. Moreover, 
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LISPS lacks liquidity to maintain its financial solvency or finance needed 
capital investment As presented in table 1, since fiscal year 2006, LISPS 
has achieved about $15 billion in savings and reduced its workforce by 
about 168,000, while also experiencing a 25 percent decline in total mail 
volume and net losses totaling $40 billion. 


Table 1: USPS Financial and Operational Information, Fiscal Years 2006 through 

2012 

Fiscal year 

Net income 
($ in billions) 

Annual 
savings 
($ in billions) 

Totel mail 
volume 
(billions) 

Career 

employees 

(thousands) 

2006 

$0.9 

$0.3 

213 

696 

2007 

(5.1) 

1.2 

212 

685 

2008 

(2.8) 

2.0 

203 

663 

2009 

(3.8) 

6.1 

177 

623 

2010 

(8.5) 

3.0 

171 

584 

2011 

(5.1) 

1.4 

168 

557 

2012 

(15.9) 

1.1 

160 

528 


Sourw. USPS. 


As a result of significant declines in volume and revenue, USPS reported 
that it took unprecedented actions to reduce its costs by $6.1 blltiph ih 
fiscal year 2009. Also, in fiscal year 2009, a cash shoilfali jiecesSikted 
congressional action to reduce USPS's mandated payrhent 
retiree health benefits from $5.4 billion to $1.4 billion.® Ip 2011^^ 

$5,5 billion required retiree health benefit payment was delayed unttl : 
August 1, 2012.^ USPS missed that payment as well as the $5.6 bUlion 
that was due by September 30, 2012. 

USPS continues to face significant decreases in mail volume and 
revenues as online communication and e-commerce expand. Vifliile 
remaining among USPS's most profitable products, both First-Class Mail 
and Standard Mail volumes have declined in recent years as illustrated in 
figure 1 . First-Class Mail — which is highly profitable and generates the 
majority of the revenues used to cover overhead costs— declined 33 


®Pub. L. No. 111-60, § 164, 123 Slat. 2053 <Oct. 1, 2009), 

“Pub. L. No. 112-74, § 632, 125 Stat. 786, 920 (Dec. 23. 2011). 
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percent since it peaked in fiscal year 2001 , and USPS projects a 
continued decline through fiscal year 2020. Standard Mall (primarily 
advertising) has declined 23 percent since it peaked in fiscal year 2007, 
and USPS projects that it will remain roughly flat through fiscal year 2020. 
Standard Mail is profitable overall, but it takes about three pieces of 
Standard Mail, on average, to equal the profit from the average piece of 
First-Class Mail. First-Class Mall and Standard Mail also face competition 
from electronic alternatives, as many businesses and consumers have 
moved to electronic payments over the past decade in lieu of using the 
mail to pay bills. USPS reported that for the first time, in fiscal year 2010, 
fewer than 50 percent of household bills were paid by mail. 


Figure 1 : Actual and Projected First-Class Mail and Standard Mail Volume, Fiscal 
Years 2000 through 2020 



rises! Yesr 

First-Clas* Mail 

- - - - standard Mail 


In addition to lost mail volume and revenue, USPS also has incurred debt, 
workers’ compensation, and unfunded benefit liabilities, such as pension 
and retiree health benefits, that totaled $96 billion at the end of fiscal year 
2012. Table 2 shows the amounts of these liabilities over the last 6 fiscal 
years. One of these liabilities, USPS’s debt to the U.S. Treasury, 
increased over this period from $4 billion to its statutory limit of $15 billion. 
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Thus, USPS can no longer borrow to maintain its financial solvency or 
finance needed capital Investment. USPS continues to incur 
unsustainable operating deficits. In this regard, the USPS Board of 
Governors recently directed postal management to accelerate 
restructuring efforts to achieve greater savings. 

Table 2; Selected USPS Liabilities and Unfunded Pension and Health Benefit Liabilities, Fiscal Year End 2007 through 2012 


(Dollars in billions) 



Liabilities 


Unfunded retiree health benefit and pension liabilities 

Total 

Fiscal Year 

Outstanding debt at 
the end of the fiscal 
year 

Workers’ 

compensation 

liabilities 

Unfunded liabilities 
for retiree health 
benefits 

Unfunded CSRS 
liabilities 
(surplus)” 

Unfunded FERS 
liabilities 
(surplus)” 

2007 

4,2 

7.7 

55.0 

3.1 

(8.4) 

61.6 

2008 

7.2 

8.0 

53.5 

3.3 

(8.8) 

63.2 

2009 

10,2 

10.1 

62.0 

9.6 

(6.8) 

75.1 

2010 

12,0 

12.6 

48.6 

7.3 

(6.9) 

73.6 

2011 

13.0 

15.1 

46,2 

(1,7) 

(11.4) 

61.2 

2012 

15.0 

17.6 

47.8 

18.7 

(3:0) 

96.1 


Source USPS. 

‘The Civil Service Retirement System (CSRS). which became effective on August 1, ,1920. 
establisheO a retirement system for certain federal employees. It was replaced by theT^eral 
Employees Retirement System (FERS) for federal employees who.first.entered covered.service'on 
and after January 1, 1987. FERS and CSRS projections are sensitlve-to the econorilic.arid'.. ... 
demographic assumptions used and have fluctuated from year to year due to actOal economic and 
demographic outcomes (such as investment returns, salary increases,. and monalHy} bein$ difforeht 
than those predicted by the assumptions, and to changes in the assun^tlons themselves. 

These selected USPS liabilities increased from 83 percent of revenues in 
fiscal year 2007 to 147 percent of revenues in fiscal year 201 2 as 
illustrated in figure 2. This trend demonstrates how USPS liabilities have 
become a large and growing financial burden. 
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Figure 2: Selected USPS LiabIHQes and Unfunded Pension and Health BeneFit 
Liabilities as a Percentage of USPS Revenues 

Percentage of total revenue 
160 



Fiscal Year 
Source: USPS. 

USPS’s dire financial condition makes paying for these liabilities highly 
challenging. In addition to reaching its limit in borrowing authority in fiscal 
year 2012, USPS did not make required prefunding payments 6f $11.1 
billion for fiscal year 2011 and 2012 retiree health benefits. At the end of 
fiscal year 2012, USPS had $48 billion in unfunded retiree health benefit 
liabilities. 

Looking forward, USPS has warned that it suffers from a severe lack of 
liquidity. As USPS has reported, “Even with some regulatory and 
legislative changes, our ability to generate sufficient cash flows from 
current and future management actions to increase efficiency, reduce 
costs, and generate revenue may not be sufficient to meet all of our 
financial obligations."® For this reason, USPS has stated that it continues 
to lack the financial resources to make Its annual retiree health benefit 
prefunding payment. USPS has also reported that in the shortterm, 


®United States Postal Service, 2012 Report on Form 10-K (V\/ashington. D.C.: Nov. 15, 
2012 ) 10 . 
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USPS Initiatives to 
Reduce Costs and 
Increase Revenues 


should circumstances leave it with insufficient liquidity, it may need to 
prioritize payments to its employees and suppliers ahead of those to the 
federal government. For example, near the end of fiscal year 201 1 , in 
order to maintain its liquidity USPS temporarily halted its regular 
contributions for the Federal Employees Retirement System (FERS) that 
are supposed to cover the cost of benefits being earned by current 
employees. However, USPS has since made up those missed FERS 
payments. USPS's statements about its liquidity raise the issue of 
whether USPS will need additional financial help to remain solvent while It 
restructures and, more fundamentally, whether it can remain financially 
self-sustainable in the long term. 

USPS has also raised the concern that its ability to negotiate labor 
contracts is essential to maintaining financial stability and that failure to 
do so could have significant adverse consequences on its ability to meet 
its financial obligations. Most USPS employees are covered by collective 
bargaining agreements with four major labor unions which have 
established salary increases, cost-of-living adjustments, and the share of 
health insurance premiums paid by employees and USPS. \A^eh USPS 
and its unions are unable to agree, binding arbitration by a third^party 
panel is used to establish agreement. There is no statutory requirement 
for USPS’s financial condition to be considered in arbitration. In 201.0, we 
reported that the time has come to reexamine USPS’s 40-year-oid 
structure for collective bargaining, noting that wages and benefits 
comprise 80 percent of its costs at a time of escalating lo^es and; a 
dramatically changed competitive environment.® We also repOrted^ 
Congress should consider revising the statutory framework for cblieiirflVe 
bargaining to ensure that USPS’s financial condition be considered in 
binding arbitration. 


USPS has several initiatives to reduce costs and increase its revenues to 
curtail future net losses. In February 2012, USPS announced a 5-year 
business plan with the goal of achieving S22.5 billion in annud cost 
savings by the end of fiscal year 2016, USPS has begun implementing 
this plan, which includes initiatives to save: 


®GAO. U.S. Postal Service: Strategies and Options to Facilitate Progress toward Fmancial 
Viability, GAO-10-455 (Washington, D.C.: Apr. 12, 2010). 
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• $9 billion in mail processing, retail, and delivery operations, including 
consolidation of thd mail processing network, and restructuring retail 
and delivery operations; 

■ $5 billion in compensation and benefits and non-personnel initiatives; 

and 

• $8.5 billion through proposed legislative changes, such as moving to a 
5-day delivery schedule^ and eliminating the obligation to prefund 
USPS’s retiree health benefits. 

Simultaneously, USPS’s 5-year plan would further reduce the overall size 
of the postal workforce by roughly 1 55,000 career employees, with many 
of those reductions expected to result from attrition. According to the plan, 
half of USPS’s career employees are currently eligible for full or early 
retirement. Reducing its woii^force is vital because, as noted, 
compensation and benefits costs continue to generate about 80 percent 
of USPS's expenses. Compensation alone (primarily wages) exceeded 
$36 billion in fiscal year 2012, or close to half of its costs. Compensation 
costs decreased by $542 million in fiscal year 2012 as USPS offered 
separation incentives to postmasters and mail handlers to encourage 
more attrition. This fiscal year, separation incentives were offered to 
employees represented by the American Postal Workers Union (e.g.. mail 
processing and retail clerks) to encourage further attrition as processing 
and retail operations are redesigned and consolidated to more closely 
correspond with workload. 

To accelerate implementation of its plan, in early February 2013, USPS 
announced plans to transition to a new delivery schedule by: e^riy August 
2013 that would limit its delivery of mail on Saturdays to mail addressed 
to Post Office Boxes and to packages.® USPS’s operational plan for the 
new delivery schedule anticipates a combination of employee 
reassignment and attrition to generate an expected annual cost savings 
of about $2 billion once its plan is fully implemented. Over the past 
several years, USPS has advocated shifting to a 5-day delivery schedule 


^USPS's annual appropriations acts have required USPS to provide 6-day delivery of mail 
at not less than 1983 levels. See e.g., Pub. L. No. 112-74, 125 Stat. 786, 923 
(Dec. 23, 2011). 

®ln addition, post offices open on Saturdays will remain open. 
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for both mail and packages. According to USPS, however, recent strong 
growth In package delivery — as we will discuss in more detail below — and 
projections for coritinued strong package growth throughout the coming 
decade led to a revised approach to maintain package delivery 6 days per 
week. 

Another key area of potential savings included in the 5-year plan focused 
on reducing compensation and benefit costs. USPS’s largest benefit 
payments in fiscal year 2012 included; 

• $7.8 billion in current-year health insurance premiums for employees, 
retirees, and their survivors (USPS’s health benefit payments would 
have been $13.4 billion if USPS had paid the required $5.6 billion 
retiree health prefunding payment®); 

• $3.0 billion in FERS pension funding contributions; 

• $1.8 billion in social security contributions; 

• $1.4 billion in workers’ compensation payments; and 

• $1.0 billion in Thrift Savings Plan contributions. 

USPS has proposed administering its own health care plan for its 
employees and retirees and withdrawing from the Federal Employee 
Health Benefits (FEHB) program so that it can better manage its costs 
and achieve significant savings, which USPS has estimated could be over 
$7 billion annually. About $5.5 billion of the estimated sayings Would 
come from eliminating the retiree health benefit prefunding payment and 
another $1.5 billion would come from reducing health care costs. We are 
currently reviewing USPS's proposal including its potential financial 
effects on participants and USPS. 

To increase revenue, USPS is working to increase use of shipping and 
package services. With the continued increase in e-commerce, USPS 
projects that shipping and package volume will grow by 7 percent in fiscal 
year 2013, after increasing 7.5 percent in fiscal year 2012. Revenue from 
these two product categories represented about 18 percent of USPS’s 


®The S5.6 billion is the amount originafiy due in fiscal year 2012, before the Rscat year 
201 1 required payment of $5.5 billion was deferred and added to fiscal year 201 2. 
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fiscal year 2012 operating revenue. However, USPS does not expect that 
continued growth In shipping and package services will fully offset the 
continued dedine of revenue from First-Class Mail and other products. 

We recently reported that USPS is pursuing 55 initiatives to generate 
revenue.’® Forty-eight Initiatives are extensions of existing lines of postal 
products and services, such as offering Post Office Box customers a suite 
of service enhancements (e.g,, expanded lobby hours and earlier pickup 
times) at selected locations and increasing public awareness of the 
availability of postal services at retail stores. The other seven initiatives 
included four involving experimental postal products, such as prepaid 
postage on the sale of greeting cards, and three that vyere extensions of 
nonpostal services that are not directly related to mail delivery. USPS 
offers 12 nonpostal services including Passport Photo Services, the sale 
of advertising to support change-of-address processing, and others 
generating a net income of $141 million in fiscal year 2011.” USPS has 
also increased its use of negotiated service agreements’^ that offer 
competitively priced contracts as well as promotions with temporary rate 
reductions that are targeted to retain mail volume. We are currently 
reviewing USPS’s use of negotiated service agreements. 

As USPS attempts to reduce costs and increase revenue, Its mission to 
provide universal service continues. USPS’s network serves more than 
152 million residential and business delivery points. In May 2011, we 
reported that many of USPS’s delivery vehicles were reaching the end of 
their expected 24-year operational life and that USPS's financial 
challenges pose a significant barrier to replacing or refurbishing its fleet.’^ 


’°GAO, U.S. Postal Sen/ice: Overview of Initiatives to Increase Revenue and Introduce 
Nonposlal Services and Experimental Postal Products. GAO-13-216 (Washington, D.C,: 
Jan, 15.2013). 

”Such services were grandfathered by the Postal Regulatory Commission (PRC) after 
enactment of PAEA. PAEA eliminated USPS's authority to offer nonpostal services unless 
such services were offered as of January 1. 2006, and expressly grandfathered by PRC. 
USPS may. however, offer new nonpostat services and products if they are related to the 
grandfathered nonpostal services. It may also offer experimental postal products that meet 
certain conditions. 

’^Negotiated service agreements are customized postal rate contracts with individual 
companies that generally provide lower prices on spedfic mail products in exchange for 
meeting volume targets and mail preparation requirements. 

’^GAO. United States Postal Service: Strategy Weeded fo /Iddress Aging Delivery Fleet, 
GAO-11-386 (Washington. D.C.; May 5, 2011). 
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As a result, USPS’s approach has been to maintain the delivery fleet until 
LISPS determines how to address longer term needs, but USPS has been 
increasingly incurring costs for unscheduled maintenance because of 
breakdowns. The eventual replacement of its vehicle delivery fleet 
represents yet another financial challenge facing USPS. We are currently 
reviewing USPS's investments in capital assets. 


We have issued a number of reports on strategies and options for USPS 
to improve its financial situation by optimizing its network and 
restructuring the funding of its pension and retiree health benefit liabilities. 


Network Optimization To assist Congress in addressing issues related to reducing USPS’s 

expenses, we have issued several reports analyzing USPS's initiatives to 
optimize its mail processing, delivery, and retail networks. 

Mail Processing 2012, we issued a report related to USPS's excess capacity in its 

network of 461 mail processing facilities. We found that USPS’s mail 
processing network exceeds what is needed for dsciining mail volume. 
USPS proposed consolidating its mail processing network, a plan based 
on proposed changes to overnight delivery service standards for First- 
Class Mail and Periodicals. Such a change would have enabled USPS to 
reduce an excess of 35,000 positions and 3,000 pieces ofmail / 
equipment, among other things. We found, however, that stakeliolcler 
issues and other challenges could prevent USPS from irnjpleihehting its 
plan for consolidating its mail processing network. Although sorhe 
business mailers and Members of Congress expressed support for 
consolidating mail processing facilities, other mailers, Members of 
Congress, affected communities, and employee organizations raised 
concerns. Key issues raised by business mailers were that closing 
facilities could increase their transportation costs and decrease service. 
Employee associations were concerned that reducing service could result 
in a greater loss of mail volume and revenue that could worsen USPS’s 
financial condition. We reported that if Congress preferred to retain the 
current delivery service standards and associated network, decisions will 


Actions Needed to 
Improve USPS’s 
Financial Situation 


^^GAO, U.S. Postal Service: Mail Processing Network Exceeds What Is Needed for 
Declining Mail Volume. GAO-12-470 (Washington. D.C,: Apr. 12, 2012), 
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need to be made about how USPS’s costs for providing these services 
will be paid. 

Delivery March 2011, we reported on USPS’s proposal to reduce costs by 

moving from a 6-day to a 5-day delivery schedule.^® USPS delivers to 
more than 152 million addresses. USPS also estimated that 5-day 
delivery would result in minimal mail volume decline. We found that the 
extent to which USPS can achieve cost savings from this change and 
mitigate volume and revenue loss depends on how well and how quickly 
USPS can realign its operations, workforce, and networks; maintain 
service quality; and communicate with stakeholders, USPS has spent 
considerable time and resources developing plans to facilitate this 
transition. Nevertheless, risks and uncertainties remain, such as how 
quickly USPS can realign its workforce through attrition; how effectively it 
can modify certain finance systems; and how mailers will respond to this 
change in service. 

In April 2012, we reported that USPS has taken several actions to 
restructure its retail network — which included almost 32,000 postal- 
managed facilities in fiscal year 2012— through reducing its workforce and 
its footprint while expanding retail alternatives.^^ We also reported on 
concerns customers and other stakeholders have expressed, regarding 
the impact of post office closures on communities, the adequacy Of retail 
alternatives, and access to postal services, among others.. We discussed 
challenges USPS faces, such as legal restrictions and resistance from 
some Members of Congress and the public, that have limited USFS’s 
ability to change its retail network by moving postal services to more 
nonpostal-operated locations (such as grocery stores), similar to what 
other nations have done.’^ The report concluded that USPS cannot 
support its current level of services and operations from its current 
revenues. We noted that policy issues remain unresolved related to what 
level of retail services USPS should provide, how the cost of these 


^®GAO, US. Postal Service: Ending Saturday Delivery Would Reduce Costs, but 
Comprehensive Restnjcturing Is Also Needed. GAO-1 1-270 (Washington, D.C.: Mar. 29, 
2011 ). 

^®GAO, US. Postal Semce; Challenges Related to Restructuring the Postal Service's 
Retail Networli, GAO-12-433 (Washington, D.C.: Apr. 17, 2012). 

^^GAO, US. Postal Semce; Foreign Posts' Strategies Could Inform U.S. Postal Service's 
Efforts to Modernize, GAO-11-282 (Washington, D.C.: Feb. 16,2011). 
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services should be paid, and how DSPS should optimize its retail 
network. 

In November 2011, we reported that USPS had expanded access to its 
services through alternatives to post offices in support of its goals to 
improve service and financial performance and recommended that USPS 
develop and implement a plan with a timeline to guide efforts to 
modernize USPS’s retail network, and that addresses both traditional post 
offices and retail alternatives as welM^ We added that the plan should 
also include: 

(1) criteria for ensuring the retail network continues to provide adequate 
access for customers as it is restructured; 

(2) procedures for obtaining reliable retail revenue and cost data to 
measure progress and inform future decision making: and 

(3) a method to assess whether USPS’s communications strategy is 
effectively reaching customers, particularly those customers in areas 
where post offices may close. 

In November 2012, we reported that although contract postal units 
(CPUs)— independent businesses compensated by USPS to sell rnost of 
the same products and services as post offices at the same pfice-~have 
declined in number, they have supplemented post offices by provjdihg 
additional locations and hours of service.'® More than 60 pefbent of GPUs 
are in urban areas where they can provide customers nearby alternatives 
when they face tong lines at post offices. In fiscal year 2011, afier 
compensating CPUs. USPS retained 87 cents of every dollar of GPU 
revenue. We found that limited interest from potential partners, competing 
demands on USPS staff resources, and changes to USPS’s retail network 
posed potential challenges to USPS’s use of CPUs. 


'®GAO. U.S. Postal Service: Action Needed to Maximize Cost-Saving Potential of 
Alternatives to Post Offices, GAO'12-100 (Vyashington, D.C.: Nov. 17, 2011). 

’®GAO. Contract Postal Units: Analysis of Location, Service, and Financial 
Characteristics, GAO-13-41 (Washington, D.C.: Nov. 14, 2012). 
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Addressing USPS Benefit To assist CongreM in addressing issues related to funding USPS’s 

Liabilities liabilities, we have also issued several reports that address USPS’s 

liabilities, including its retiree health benefits, pension, and workers’ 
compensation. 

Retiree Health Benefits December 2012, we reported that USPS’s deteriorating financial 

outlook will make it difficult to continue the current schedule for 
prefunding postal retiree health benefits in the short term, and possibly to 
fully fund the remaining $48 billion unfunded liability over the remaining 
decades of the statutorily required actuarial funding schedule.^® However, 
we also reported that deferring funding could increase costs for future 
ratepayers and increase the possibility that USPS may not be able to pay 
for some or all of its liability. We stated that failure to prefund these 
benefits is a potential concern. Making affordable prefunding payments 
would protect the viability of USPS by not saddling it with bills later on, 
when employees are already retired and no longer helping it generate 
revenue; it can also make the promised benefits more secure. Thus, as 
we have previously reported, we continue to believe that it is important for 
USPS to prefund these benefits to the maximum extent that its finances 
permit. We also recognize that without congressional or further USPS 
actions to align revenue and costs, USPS will not have the finances 
needed to make annual payments and reduce its long term retiree health 
unfunded liability. No funding approach will be viable unless USPS can 
make the required payments. 

FERS Pension Benefits We reported on options with regard to the FERS surplus, noting the 

degree of uncertainty inherent in this estimate and reporting on the 
implications of alternative approaches to accessing this surplus;^'' The 
estimated FERS surplus decreased from 201 1 to 2012, and at the end of 
fiscal year 2012, USPS had an estimated FERS surplus of $3.0 billion 
and an estimated CSRS deficit of $1 8.7 billion, 


^°GAO, U.S. Postal Service: Status. Financial Outlook, and Alternative Approaches to 
Fund Retiree Health Benehts, GAO-13-112 (V^ashington, D.C.; Dec. 4. 2012). 

^^GAO. U.S. Postal Service: Allocation of Responsibility hr Pension Benefits between the 
Postal Service and the Federal Government, GAO-12-146 (Washington, D.C.: Oct. 13, 
2011), 

^^USPS is required by law to make certain payments to the Civil Service Retirement and 
Disability Fund to fund its share of CSRS and FERS pension costs. The same federal fund 
finances both CSRS and FERS. 
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Workers’ Compensation 2012, we reported on workers’ compensation benefits paid to both 

Benefits postal and nonpostal beneficiaries under the Federal Employees’ 

Compensation Act (FECA).^^ USPS has large FECA program costs. At 
the time of their injury, 43 percent of FECA beneficiaries in 2010 were 
employed by USPS. FECA provides benefits to federal workers who 
sustained injuries or illnesses while performing federal duties, and 
benefits are not taxed or subject to age restrictions. Various proposals to 
modify FECA’s benefit levels have been advanced. At the request of 
Congress, we have provided inforrhation to assist it in making decisions 
about the FECA program. 


Concluding 

Observations 


In summary, to improve its financial situation, USPS needs to reduce its 
expenses to close the gap between revenue and expenses, repay its 
outstanding debt, continue funding its retirement obligations, and increase 
capital for investment, such as replacing its aging vehicle fleet. In 
addition, as noted in prior reports, congressional action is needed to (1) 
modify USPS’s retiree health benefit payments in a fiscally responsible 
manner; (2) facilitate USPS’s ability to align costs with revenues based on 
changing workload and mail use; and (3) require that any binding 
arbitration resulting from collective bargaining takes USPS's financial 
condition into account. As we have continued to underscore, Congress 
and USPS need to reach agreement on a comprehensive package of 
actions to improve USPS’s financial viability. In previous reports, we have 
provided strategies and options, to both reduce costs and enhance 
revenues, that Congress could consider to better align USPS costs with 
revenues and address constraints and legal restrictions that limit USPS’s 
ability to reduce costs and improve efficiency: we have also reported on 
implications for addressing USPS's benefit liabilities. If Congress does not 
act soon, USPS could be forced to take more drastic actions that could 
have disruptive, negative effects on its employees, customers, and the 
availability of reliable and affordable postal services. 


^^GAO, Federal Bmployees' Compensation Act: Analysis of Proposed Program Changes, 
GAO-13-108 (Washington, D.C.: Oct. 26, 2012), Federal Employees' Compensation Act: 
Analysis of Proposed Changes on USPS Benehcfaiies, GAO-13'142R {V\^shington, D.C.; 
Nov. 26, 2012). and Federal Employees' Compensation Act: Effects ofPn^osed Changes 
on Partial Disability Beneficiaries Depend on Employment After Injury, GAO-13-143R 
(Washington, D.C.: Dec. 7, 2012). 


Page 14 


GAO-13-347T 



Chairman Carper, Ranking Member Coburn, and Members of the 
Committee, this concludes my prepared statement, i would be pleased to 
answer any questions that you may have at this time. 
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TESTIMONY OF CLIFF GUFFEY 
ON BEHALF OF 

THE AMERICAN POSTAI. WORKERS UNION, AFL-CIO 

Good morning Chairman Carper and members of the Committee. I am Cliff Guffey, 
President of the American Postal Workers Union. Thank you for this opportunity to testify on 
behalf of the APWU about "Solutions to the Crisis Facing the U.S. Postal Service." 

The circumstances confronting the USPS are truly dire, but the demise of the U.S. Postal 
Service is not inevitable. Congress can cure the illness without killing the patient. 

To do this, Congress must end the mandate of the Postal Accountability and 
Enhancement Act (PAEA) that requires the USPS to pre-fund healthcare benefits for future 
retirees. This requirement, which ostensibly was implemented to protect taxpayers in the event 
the USPS “goes under,” is instead drowning the agency in a sea of debt. 

Congress also must grant the Postal Service flexibility to increase rates. In addition to 
saddling the Postal Service with a $5.5 billion annual mandate that no other government agency 
or private company bears, the PAEA prohibits the USPS from raising postage rates above the 
rate of inflation. This flawed law imposes a major liability on the USPS, but prevents it from 
raising the revenue it needs to meet the obligation. For those who worry that pricing flexibility 
would lead to an explosion in costs for mailers, as I explain in greater detail below, even prior to 
enactment of the PAEA, postage rates remained within the rate of inflation over time. 

Congress also must strengthen the provisions of the PAEA that were designed to curb the 
corporate welfare that “worksharing” discounts have become. 

Finally, I want to emphasize two additional points: First, the USPS has already made 
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deep cuts to service; slashing service further will only weaken this great institution, make it less 
relevant, and less competitive. 

Second, Congress must reject privatization of the Postal Service, Privatization is wrong 
for the Postal Service and wrong for America. According to a recent study by the PEW Center, 
one in five American adults does not use the Internet. Senior citizens, adults with less than a high 
school education, and those living in households earning less than $30,000 per year are the least 
likely adults to have internet access. In addition, 40 percent of American adults - nearly 100 
million people - do not have broadband access. 

Privatization will leave these customers by the side of the road. It also will result in sharp 
price increases. An examination of privatized posts in other countries demonstrates this clearly. 

So how can Congress meet the needs of those who haven’t joined the digital revolution 
and remain useful for those who have? Legislators must free the Postal Service to develop new 
products and new sources of revenue. 

America needs its Postal Service. Businesses rely on it, customers depend on it. In a still 
weak economy, the USPS generated $65 billion worth of business in 2012. Private couriers will 
not serve all of America. They will serve only the markets that seem likely to generate a profit. 
Privatization would destroy the essence of our nation’s mail system, whose mission is to bind the 
nation together. 

A little history is in order. 

A major accomplishment of the Postal Reorganization Act of 1970 (the PRA) was that it 
created a Postal Service that is self-sufficient. Postal operations are funded entirely hy postal 
rates, not hy taxpayers. Under the PRA, postal rates were increased as necessary to meet the 
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financial needs of the Postal Service to process an increasing volume of mail and deliver it to an 
increasing number of delivery points. That system, which Congress changed to a rate-capped 
system in the 2006 legislation, that PRA system, kept rates at or below the rate of inflation over 
time. In a service industry, especially one that is a major consumer of fuel,’ the stability of postal 
rates was a major achievement of the Postal Reorganization Act of 1 970. Exhibit One (1) in my 
testimony is a line graph showing postage costs at 1 972 levels as adjusted for inflation from 1972 
through 2012. 

Collective bargaining for postal workers also was a success under the Postal 
Reorganization Act. Because postal compensation costs are sometimes the target of criticism, I 
want to place the question of postal compensation in its historical context. The last time 
Congress legislated wage increases for postal workers was in the Postal Reorganization Act of 
1970. Those increases took effect in 1971 and 1972. Exhibits Two (2) and Three (3) are graphs 
that show first the straight-time hourly wage of APWU bargaining unit workers both in current 
dollars and as adjusted for inflation. 

As you will see, our wages, in real terms are roughly the same as they were in mid-1970 
since the passage of the Postal Reorganization Act. As you also will see, bargaining unit wages 
have roughly tracked increases in wages and salaries of private-sector workers since the latter 
were first measured by the Employment Cost Index in the mid-1 970s. 

In addition, the Postal Service successfully met the challenge of processing and 

delivering steadily increasing mail volume and a steadily increasing number of delivery points. 

Exhibit Four (4) is a graph that shows Postal Service productivity growth rates since 1972, both 

total factor productivity and labor productivity. As you will see, the Postal Service has increased 

‘ The current rate system does not lend Itself to fuel surcharges that might be quickly imposed, adjusted, or 
removed as fuel prices changed. Fuel surcharge on products other than packages vimuld not he practical In any 
event. 
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the efficiency of its mail processing network and continues to make progress in that area. 

Thus, the 1970 Act was a success. Rates had remained in line with increases in the 
Consumer Price Index (CPI) generally, real wages had been stable, and productivity steadily 
increased. 

It was in this context that the APWU declined to support the passage of “postal reform” 
legislation. In our testimony before the Presidential Commission on the Postal Service in 2003, 
we said: 

“The basic assumptions behind the charge to this Presidential Commission are 
inaccurate, misleading and based on conventional wisdom that is wrong. The 
Postal Service has been successful. Its major problems have been the result of its 
Governors giving in to the mailing industry at the expense of the Postal Service 
and the American public. Most of the desired changes offer minor benefit and are 
mostly available to the Postal Service without a change in the law. 

“Rather than needing a change in its business model to survive, the Postal Service 
should be proud of its long-term success and take the advice of that anonymous 
business sage, “If it ain’t broke, don’t fix it.” The Business Model of the Postal 
Service is not broken.” 

In retrospect, even given the significant drop in First Class mail volume, I think our point 
was correct. In its financial report for the first quarter of fiscal 2013, the Postal Service broke 
even on its operations. The past few years of operating revenue and current expenses show that if 
the Postal Service had been able to use its borrowing authority to modernize its operations and 
develop new products to increase its revenue, it could have been in a reasonably healthy financial 
position today. Instead, its financial resources have been absorbed by the retiree health benefits 
funding requirement; the resulting lack of capital and the tight CPI cap placed on rates have 
made it impossible for them to increase revenues. Not only is the cap limited to CPI, it is 
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imposed for each class of mail separately. This leaves too little flexibility even with reference to 
CPI. In a time when volume is declining, it may be necessary to increase rates at more than the 
rate of increase of CPI, depending on price elasticities. 

It takes only simple mathematics to know why the 2006 law did not work. Imposing a 
multi-billion dollar cost on the Postal Service and, at the same time, denying it the power to raise 
rates to cover its costs was a recipe for financial problems. With all the constraints it has been 
under, it is remarkable that in FY 2012 the Postal Service had a net loss of S2.4 billion on its 
operations. This is a big number, but it is one that would have been manageable, and still would 
be manageable, without the constraints imposed by the 2006 law. 

A fundamental requirement of legislation to stabilize the financial condition of the Postal 
Service is that it must first stop the pre-funding requirement. The Postal Service is an important 
and strong business with more than $60 billion in annual revenue. This industry and its 
infrastructure have been built and sustained for more than 40 years by postage paid by the 
American public. We need to do all we can to preserve and protect the Postal Service for the 
benefit of the public that depends on it, particularly those in rural and other areas underserved by 
other means of communication where no commercial, profit-motivated enterprise will provide 
service. 

We appreciate the leadership of Sen. Carper and others on the Committee, in seeking to 
address the pre-funding issue. We would urge this Committee to renew those efforts to remove 
the burden of the pre-funding requirement. In the private sector, even the most conservatively 
managed large companies fund only 30 percent of the estimated present value of their retiree 
health benefits liability. The Postal Service has now funded approximately 50 percent of its 
retiree health benefits liability. There is no justification for requiring it to fund a higher 
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percentage. The pre-funding requirement should be stopped now. 

Another major topic that must be addressed before the financial problems of the Postal 
Service can be examined realistically is the Postal Service’s funding of its retirement annuity 
funds. The Postal Service has at times over-funded both CSRS and FERS. Although the amount 
of the overfunding has been the subject of considerable disagreement, even the lower estimates 
of the amount of over-funding show that the Postal Service has paid billions of dollars into those 
funds in excess of its financial obligations. Here again, a comparison to the private sector shows 
how unfairly the Postal Service is being treated. In the private sector, employers are required to 
fund 80 percent of their liabilities. The Postal Service has been required to fund more than 100 
percent of its retirement annuity liabilities. As with the question of the overly-aggressive pre- 
funding of retiree health benefits, this overfunding of retirement annuity funds must be addressed 
before any realistic assessment of the Postal Service financial position can be made. 

We recognize the difficulty of correcting these overfunding problems, but the 
consequence of not correcting them could be the unnecessary loss of important postal services 
for American communities that still depend heavily on the United States Postal Service even in 
this digital age. 

As mentioned earlier, I also urge the Committee to address an additional issue that is 
difficult, but necessary - the need for the Postal Service to have the flexibility to adjust its rates 
as needed. 1 urge the Committee to correct the problem caused by the unrealistic CPf cap on 
postal rates. A substantial part of the financial pressure on the Postal Service has been caused by 
the rate cap. A legislated cap of this sort is completely contrary to businesslike market principles. 
The Postal Service should be permitted to raise rates to a level that balances the need to provide 
universal service with the value of postal services to the customers who use them. The Postal 
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Service should be able to increase rates to cover its costs as it did for 36 years before the passage 
of the 2006 legislation. This will recognize that it is financially necessary for the Postal Service 
to raise rates; it will be fair to consumers and to the public because it will permit the Postal 
Service to charge realistic rates to the businesses that use the service; and it will protect 
taxpayers from the need to provide subsidies unnecessarily, because the market for postal 
services is sufficiently strong for the Postal Service to continue to sustain itself. 

Postage rates in the United States are low compared to rates in other industrialized 
countries. Exhibits Five (5) and Six (6) provide comparisons between postage rates in the United 
States and postage rates in other countries. As you will see, when postal rates are adjusted for 
monetary exchange rates and comparisons are made, rates in the United States are relatively low, 
I urge the Committee to review and consider a White Paper prepared by the USPS Office of 
Inspector General that estimates the impact of rate increases on mail volume and revenue. That 
analysis suggests that substantial increases in postal rates would result in lower volume but 
would also protect net income and result in a financially viable Postal Service that could 
continue to provide universal service. “Implications of Declining Mail Volumes for the Financial 
Sustainability of the Postal Service,” September 29, 2010, Report Number: RARC-WP-10-006. 

1 also urge Congress and the mailing community to take a close look at postage rates in 
countries where postal services have been turned over to the private sector. In those countries, 
rates are much higher than rates in this country, and service is in most cases not as good. The 
comparisons between our Postal Service and foreign posts show that rates can be somewhat 
higher without driving customers away. It also shows that we are more efficient and less costly 
even with the capital constraints imposed on our Postal Serviee. 

An expressed concern of those who supported pre-funding of retiree health benefits was a 
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need to avoid imposing a financial burden on taxpayers in the event declining mail volume led to 
a situation in which the Postal Service found itself unable to meet those obligations through 
current revenues. But the combination of overly-aggressive funding and an unrealistic cap on 
postal rates has placed such a huge burden on the Postal Service that it threatens to create the 
very burden on taxpayers that Congress sought to avoid. This is unnecessary because the Postal 
Service, freed from the unrealistic funding requirement imposed by the 2006 legislation, remains 
and will remain a viable financial enterprise. 

The 2006 legislation also prevents the USPS from developing new products and services. 
The Postal Service must be able to quickly get into revenue-producing opportunities that make 
use of its network (buildings, vehicles, workforce) and to branch into new products and services 
(such as lock boxes, digital products, kiosks that provide internet services to communities that 
are underserved or where residents cannot afford services that are otherwise available; 
connectivity and identity-verification services for federal and state governments and perhaps 
private companies). The Postal Service must be able to move into all these areas without being 
blocked, slow downed, or otherwise hindered because the product or service is considered “non- 
postal.” 

We appreciate the fact that the Senate bill last year recognized the need for progress in 
this area, and we hope you will move even further in the direction of giving the Postal Service 
more room to innovate. 

The USPS began an aggressive automation program in the 1990s that lead to dramatic 
increases in productivity and significant reductions in the size of the workforce - before the 
PAEA implemented the pre-funding requirement. From 2000 through 2006 (pre -PAEA) the 
USPS eliminated over 79,000 employees in APWU bargaining units. From 2007 through January 
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2013, including about 22,500 employees who left employment on January 3 1, 2013, (post- 
PAEA), the USPS eliminated about 86,000 positions. 
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Beginning last year, the Postal Service implemented an aggressive strategy of closing 
mail processing and retail facilities. This program is continuing. 
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From USPS FY 2012 Annual Report 



In 2012, the USPS closed approximately 50 mail processing facilities, and by the end of 
2013 it will have closed approximately 100 more mail processing centers. In FY 2012 it also has 
closed approximately 290 retail and delivery units while reducing hours.’ Through January 2013 
the USPS reduced hours at about 5,000 retail offices and plans to reduce hours at another 6,000 
small retail offices.’ These closures have disrupted the jobs, lives and families of thousands of 
postal employees. The closures also have deprived communities of vital services, damaged them 
economically, and threatened their identity. 

Mail processing facility closures have come at a substantial cost in the form of reduced 
service to the American public. In order to make these closures possible, the Postal Service 
changed its mail collection practices and mail processing timetables, and slowed down the 
collection and delivery of First Class mail. 

In addition to the reduction in service already caused by network consolidation, the Postal 
Service has announced that it will end Saturday delivery. It also may feel compelled to 
implement Phase II of its network consolidation plan, which would have a destructive effect on 
service. 


^ 2012 Report on Form 10-K, p 16 
^ PMG remarks on February 8, 2013. 
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If the Postal Service does not obtain relief from its pre-funding requirement and is forced 
to reduce delivery and make deeper cuts in its mail processing network simply because it cannot 
pay its bills, the effect will be devastating. USPS products will be degraded, postal customers 
will begin seeking other means of conducting business, more communities will be damaged 
economically, and there could be a real risk that the Postal Service would continue to decline due 
to the devaluation of postal services. 

If the Postal Service is required to cut its processing network too deeply, it will not be 
able to provide efficient parcel delivery service at a reasonable price, and it will lose access to 
revenue that would help support its other processing and delivery work. While First Class letter 
mail volume is declining, package volume and revenue is increasing. 

This is an area where the Postal Service’s universal delivery network provides both an 
important service to customers and an opportunity for the Postal Service to increase revenue. 

This point is illustrated by the fact that other package delivery services, including UPS and 
FedEx, rely on the Postal Service for delivery of some of their products. For example, for the last 
several years FedEx SmartPost has been growing at more than 1 7% per year while FedEx ground 
package volume has been growing less than 7% per year. SmartPost is now 34% of all FedEx 
ground volume."' UPS also uses USPS for some of its products.^ The Postal Service reaches 
every mailing address in the United States and its territories and provides economical delivery; 
so UPS and FedEx find it useful to provide delivery by USPS for their customers looking for low 
prices and delivery to P.O. boxes. 

Derived from U2 FY 2013 Statistical Book. 

^ “ups Mai! Innovations works with the U.S. Postal Service, providing the pick-up, processing, and interim 
transportation of mail, with final delivery being made by domestic and international postal services." 
httD://www.uPsmailinnovations.com/support/frea uentlvaskednijestions.html 
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The mail processing and transportation network maintained by the Postal Service is not a 
financial burden, it is a major asset. My point here is a fundamental economic and business 
point. The mail processing and transportation networks are a necessary part of the postal 
industry. The Postal Service mail processing network is extremely efficient. Seen as an economic 
unit, it implicitly provides a financial benefit to the Postal Service and is an integral part of the 
Postal Service. If that network were to be dismantled and that work turned over to the private 
sector, the benefit the Postal Service now obtains by maintaining its own very efficient network 
would be lost, and its ability to maintain universal service would be undermined, 

I want to take this opportunity to make sure the Committee is aware of another significant 
rate issue that requires the attention of the Postal Service and the Postal Regulatory Commission. 
As the Postal Service Inspector General has repeatedly found, large mailers who take advantage 
of workshare discounts in their postal rates are in many cases obtaining discounts that exceed the 
costs avoided by the Postal Service. This is both uneconomical and unlawful. In these difficult 
times, it is necessary to insist that those who take advantage of discounts comply with the rules 
and pay their fair share of postage. 

The APWU and its members have made substantial sacrifices to help preserve the United 
States Postal Service. As the Committee is aware, the APWU and the Postal Service signed a 
new collective bargaining agreement in May 2011 that will save the Postal Service more than 
$3.5 billion over its d'A-year term. The APWU is working hard with the Postal Service to 
maintain and improve postal operations because we know that the Postal Service must adapt and 
change to remain viable. 

When the last Congress was considering postal legislation, some postal critics pointed to 
the fact that labor compensation accounts for approximately 80 percent of postal costs. The 
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argument is made that because UPS and FedEx labor costs are a smaller percentage of their total 
costs, this shows something about Postal Service efficiency. That is an incorrect and unfair 
assertion for several reasons. UPS and FedEx own the largest two freight air fleets in the world; 
both companies invest significant capital to maintain and improve their transportation fleets and 
IT systems. Because of these large investments, their labor costs appear lower as a percentage of 
their overall spending. Removing the transportation related costs for FedEx, UPS and USPS gets 
the percentage of costs attributable to labor much closer. Furthermore, UPS and FedEx rely 
heavily on the Postal Service to deliver to addresses where it is too costly for them to deliver. 
UPS and FedEx impose surcharges for residential addresses and additional rural and super rural 
addresses (some of which are low density inner city areas). UPS and FedEx deliver five days a 
week or impose a surcharge for a weekend delivery, all of which tends to reduce such labor 
intensive deliveries. 

We thank you for your attention to the problems of the Postal Service. We will help in 
any way we can. I would be pleased to answer any questions the Committee may have. 
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In Real Terms (Adjusted for Inflation) Postage Costs are at 1972 Levels 

(1972=100) 



(NLnoo^^rvomtomrsjLocoT-i 
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Source: Bureau of Labor Statistics-Producer Price Indexes for Postage Costs and CPI-W 

EXHIBIT 1 
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straight-time Hourly Wage of the APWU Bargaining Unit in Current Dollars and After 

Adjustment fbr Inflation 
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Increase in the Wages and Salaries of Private Industry Workers Compared 
to the increase in the Average Straight-time Wage for the APWU 
Bargaining Unit 

{Sept 1975=100) 



Source: Bureau of Labor Statistics, DOL and USPS-National Payroll Hours Summary 


EXHIBIT 3 


Postal Service Productivity Growth-Total Factor and Labor Productivity 
FY1 972-FY2011 (1972=1 .0) 



— Labor Productivity 
—Total Factor Productivity 


Source: USPS-Total Factor Productivity Tables 
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Implications of Declining Mail Volumes ^ 

parity price in dollars. Purchasing power parity is the preferred way to compare prices between 
countries with different cmrencies. 


Table 1 

International Comparison of the Price Of a First-Class Stamp 


Country 

Prices in 
Purchasing 
Power 
Parity 
nJ.S.S) 

Per 
Capita 
Volume as 
a % of 
UJS. Per 
Capita 
Volume 

EBIT 

Margin 

2007* 

EBIT 

Margin 

2008* 

New 2^l«id 

0.32 

33% 

5.8% 

4.6% 

Australia 

0.37 

32** 

na 

na 

Spain 

0.41 

20 

na 

na 

US 

0.42 

too 

(6.8) 

(3.7) 

Netherland 

0.49 

49 

5.6 

5.7 

Luxemboure 

0.53 

57 

na 

na 

Great Britain 

0.54 

46 

0 

0.9 

Ireland 

0.56 

24 

na 

na 

Sweden 

0.59 

49 

6.3 

3.6 

Belgium 

0.59 

na 

na 

na 

France 

0.60 

42 

5.9 

2.6 

Austria 

0.62 

43 

11.5 

10.1 

Germany 

0.64 

35 

3.1 

3.4 

Denmark 

0.64 

40 

na 

na 

Portugal 

0.67 

16 

na 

na 

Japan 

0.69 

25 

na 

na 

Italy 

0.71 

14 

0.7 

(0.3) 

Finland 

0.72 

57 

5.2 

4.4 

Norway 

0.78 

53 

OJ 

(0-4) 


Note; The first unit of postage in these countries is 20 grams vs. 28 grams 


(1 ounce) in Ihe United Stales. 

• Mail operations only. EBIT margin is EBIT (earnings before interest and 
taxes) divided by revenue. 

** Australia 2008 volume 
na not available 


Exchange rates oftoi vary widely over lime. Purehasing power parities, however, remain remarkably constant 
over ttme between countries that do not have large inflation rates. For example, they duinged less than 1 cent 
over 2007, 2008 and 2M9 between the United States, Germany and Fiance. The punteng power parity data used 
in Table i are from the OBCD Sictisticai Absjractj, Tabit d, PPPs ond exchange rates. 


George M/«on University 


September 2010 
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April I7>2012 


Stamp Rates Worid^Wide 

Rirtner Obama administration car czar Ron Bloom, who was retained by a union t^resenUng postal workers says the 
U,S. Postal Service should raise stamp prices and vlgotetnly pursue new levNue ^ams to remake the agency. See 
how the price of a U.S. first-class stamp comjares to the equivalent In other cauntries. Click the column headers to 
sort 
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EXHIBIT 6 



Country V.$; Rrtt-a«» Stamp Eonivali-wt 


|japan 

(($0.90 

1 

jJersey 

il$0.S4 

1 

(Kuwait 

“Kso-ss 

1 

lUechtrastein 

[[$1.06 

1 

iLuxembourg 

~1[S0.82 

1 

(Malta 

ni$0.26 

1 

(Martinique 

[[$0.72 

1 

(Monaco 

ni$o.82 

[ 

[Netherlands 

"1|S0.63 


(Netbeilands Antilles 

niso.6i 

I 

|New Caledonia 

'1($0.87 

1 

|New Zealand 

[[$0.80 

1 

(Norfolk Island 

”11*0.30 

1 

(Norway 

11*1.25 

1 

(Portugal 

1l$0.93 

1 

(Qatar 

1l$0.13 

1 

(Reunion 

1[$0.72 

1 

(San Marino 

1($0.82 

1 

[Singapore 

1($0.19 

1 

Siovenia 

1!$0.42 


(Spain 

li$0.4l 

1 

[South Korea 

|[$0.3S 

1 

(Sweden 

li$0.92 


[Switzerland 

lj$0.98 

' 1 

[Tristan da Cunha 

1l$0.40 

1 

[United Arab Emirates 

11*0.27 

1 

(united States 

li$0.45 

1 

[Vatican 

[[$0.82 

1 


jWallis and Futuna l3lands||$0.64 


Source: Postal Regulatory Cmmisslon 
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Chairman Carper and members of the Senate Homeland Security and Governmental Affairs Committee, my 
name is Jeanette Dwyer, and i am President of the National Rural Letter Carriers' Association (NRLCA). Our 
union represents over 113,000 bargaining unit employees who proudly deliver mail for the United States 
Postal Service. We are often called a "post office on wheels" because rural letter carriers offer Postal 
customers all of the services performed over the counter at a post office. We sell stamps and money orders, 
accept express and priority mail, offer signature and delivery confirmation, registered and certified mail, and, 
of course, collect our customers' parcels. Our Craft epitomizes the concept of "universal service" by providing 
these services in rural, suburban, and urban areas throughout the United States, including places that the 
Postal Service's competitors do not go. 

Currently, rural letter carriers serve on approximately 73,000 routes across the United States. We drive more 
than 3.5 million miles per day, delivering to over 40 million boxes. The average mileage for a rural route is 
more than 48 miles, with the longest route stretching over 170 miles. 

Rural letter carriers also generate new business and revenue for the Postal Service. Through the Rural Reach 
program, rural letter carriers actively solicit businesses who they see using competitors while delivering their 
route. As of December 2012, Rural Reach has generated more than $291.5 million in new business for the 
USPS. 

The NRLCA and its members care deeply for the Postal Service and the service that it provides to Americans, 
and we are greatly concerned about the apparent direction that it Is heading. 

Despite the Postal Service's financial challenges, It remains one of the largest employers in the United States 
and a major player in the global economy. According to CNN Money, the Postal Service would rank 13S*^ on 
the Global 500 list of businesses in the world\ with approximately $65 billion in annual revenue. 

The Postal Service's financial challenges are in large measure a result of billions of dollars in overpayments 
into the Federal Employees Retirement System (FERS), an overly aggressive prefunding schedule for its retiree 
health benefits, and declining mail volume. Congress has the power to address and resolve the pension 
miscalculation and prefunding Issues that will help to put the Postal Service back on a firm financial footing. 

First, we urge Congress to pass legislation to remove the single greatest obstacle to the Postal Service's 
financial health and well-being: the onerous pre-funding obligation to the Future Retiree Health Benefits 
Fund. According the United States Postal Service's Fiscal Year 2013 Integrated Financial Plan, the USPS is 
projecting an operating loss of $2.0 billion for Fiscal Year 2013. Additionally, the USPS is forecasting a net loss 
of $7.6 billion if the mandated $S.6 billion prefunding for retiree health benefits is included. The Postal 
Service previously defaulted on its last two payments into the retiree health benefits fund, totaling $11.1 
billion for fiscal year 2012. Already, the USPS is predicting that it will lack sufficient liquidity to make this 
year's $5.6 billion payment due September 2013. Over the last six years, the Postal Service's $41 billion in net 
losses were largely driven by having to pay $32 billion in mandated prefunding expenses, representing 
roughly 80% of the total losses. 

^ http: //money . cnn. com/magazines/fortune/global500/2012/Eull_list/lCil_200 .html 
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No other government entity or private business must satisfy a pre-funding schedule as aggressive as the one 
mandated by Congress for the Postal Service. Currently, the Postal Service has approximately $46 billion pre- 
funded, which is more than enough to meet current and future needs beyond 2025. The pre-funding 
requirement must be modified so that the Postal Service can pay-as-it-goes as compared to the current 
requirement that the Postal Service pre-fund based on arbitrary numbers. 

In addition, in a recent release by the DSPS Office of inspector General (OIG), the OIG, in consultation with the 
Hay Group, found that if Postal-specific assumptions were used to calculate the FERS liability, the FERS surplus 
would be much greater than the government-wide averages that the Office of Personnel Management uses 
to calculate the FERS liability. The NRLCA supports using Postal Service-specific assumptions, which provide a 
more accurate measurement of the Postal Service liability. The FERS surplus should be returned to the Postal 
Service to help alleviate its financial crisis. 

Senators, you have the power to rectify this injustice now without Interfering with six-day mail delivery or 
collective bargaining rights. The Postal Service is threatening to cut jobs, close post offices and facilities, and 
even leave the FEHB program to create its own health plan. Let me be clear; this is the way to destroy the 
Postal Service; not save it. Less service equal less mail equals the beginning of the end of the Postal Service. 

The NRLCA strongly believes the Postmaster General's plan to eliminate Saturday mail delivery will ruin the 
Postal Service and abandon those Americans who most rely upon the regular delivery of the mail. The NRLCA 
does not support this plan. Nor does the NRLCA believe that the Postal Service can unilaterally implement this 
plan without Congressional approval Time and again, the Postmaster General himself recognized that he 
cannot implement his plan without statutory authority as he has repeatedly given testimony asking Congress 
to remove the mandated six day delivery language. This Is language that has been in effect for the last 30 
years. So why does he believe that he can unilaterally eliminate mail delivery without Congressional approval 
now? 

The Postal Service continues to lead Congress to believe that this is what the American public supports. A fact 
sheet distributed by the USPS to Hill staffers, points to polling that ostensibly shows that the American public 
supports five-day delivery. But we all know that you can get the polling data you want by asking the questions 
In misleading ways. For example, the March 26, 2010 Gallup poll suggests that 68% of the American public 
support the switch to five-day delivery as a way to help the Postal Service financially. However, this poll does 
not show the choices that the public was given as a way to solve the financial condition of the Postal Service. 
Options given included having the federal government "bail out" the Postal Service, an option that no one is 
asking for. Another involved having stamp prices go up. We all know how much the American public 
grumbles when stamp prices rise. It is no surprise that in this poll the American public - still reeling from the 
government bailouts of the banking and automotive industry - picked the lesser of the three evils rather than 
bailing-out another business, even if it is an American institution. The poll does not conclude that the 
American public favors a switch to five-day delivery. It only shows that, given only those options, five-day 
delivery is what they would choose. A Washington Post, March 30, 2010 poll that shows the American public 
favors the switch to five-day delivery essentially asks the same questions, with the same choices, with similar 
results. 
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Mr. Chairman, i can tell you the Postmaster General was dead wrong when he stood up at his press 
conference and said he has talked with letter carriers and they support the move to five-day delivery. I arn a 
rural letter carrier and have spoken with many others across the country. ! can assure you that rural letter 
carriers do not support the elimination of Saturday delivery. In fact, every year at our national convention a 
resolution is confirmed which says that the NRLCA will support the delivery of mail six days a week. 

The Postal Service can ili-afford to eliminate a day of mall delivery, and there is great debate about how much 
money the Postal Service might save by reducing service. In a January 31, 2013 letter to Postmaster General 
Patrick Donahoe and Postal Regulatory Chairman Ruth Goldway, Senator Claire McCaskill and Congressman 
Gerry Connolly expressed their concern that the "DSPS did not adequately consider the impact of eliminating 
a day of mall service on rural and remote communities. We believe six-day delivery remains a critical strength 
and competitive advantage for the DSPS that will enable it to grow business and bolster revenue over the 
long-run," 

The NRLCA firmly believes that any savings occasioned by reducing delivery days will be offset by the lost 
revenue that will occur when consumers and businesses flock to the Postal Service's competitors to have their 
mail, packages, and products delivered. A 2012 USPS-commissloned survey concluded that service cuts 
resulting in a 7.7 percent reduction in mall volume would result in a revenue loss of $5.2 billion, In the first 
year alone. This loss in revenue far exceeds the $2 billion in savings the DSPS claims in can achieve by its 
proposal to eliminate Saturday mail delivery. Reducing service now will mean less market share and a more 
uncertain future. 

And then there are the jobs. At a time when unemployment hovers at 7.8%, this is no time for massive 
layoffs. In our opinion, the Postmaster General grossly and recklessly underestimated the number of jobs 
that would be lost when he put the number at 22,500. The NRLCA alone would experience the loss of 
approximately 20,000 jobs if service were reduced. That number could reach upwards of 30,000 rural carrier 
jobs depending on the availability of work. The jobs that the Postal Service is planning to eliminate are good 
middle class jobs that will affect mainly minorities, women, and veterans. 

Equally troubling is the nature in which the Postal Service announced its decision to eliminate Saturday mail 
delivery. With less than 24 hours notice to its unions, Postmaster Donahoe declared the Postal Service's 
unilateral intentions. Moreover, the NRLCA has received reports that Postal managers throughout the 
country have been giving stand up talks to rural carriers and other employees regarding the Postal Service's 
plan. Managers have reduced employees to tears with threats of job losses, and then they have the audacity 
to send them out to deliver their routes. This is certainly not the way to manage a business, maintain 
harmonious labor relations or bolster employee morale, especially at an organization that constantly ranks as 
the most trusted government agency because of the loyal, dedicated and trustworthy employees who make 
up the workforce. 

I must also point out the severe hardships that would be visited on rural America if our customers and smalt 
businesses lost a day to send and receive mail. Their livelihoods depend on the Postal Service for their 
communication and delivery needs. There are no alternatives in many communities. The Postal Service is 
falsely misleading the American public by having them believe that post offices will still be open to pick up 
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mail. A Postal customer's mall will not be available for pick at their local post office unless that piece of mail 
was specifically designated to be delivered to a Post Office Box. The Postal Service wants their customers to 
believe that the mail scheduled for delivery to your home address on Saturday will instead be waiting for pick 
up at the post office. The truth is that if Saturday delivery is eliminated, customers will not receive mail 
addressed to their home until Monday, or even Tuesday if it is a holiday weekend. 

We cannot afford to move backwards. We must continue to provide the service our customers expect and 
have come to rely upon. To do otherwise would be to add insult to Injury and further undermine the financial 
health of the Postal Service, which we desperately want to succeed. 

And that potential to succeed Is there if the Postal Service focuses on growing its business, not shrinking it by 
reducing delivery frequency. Package delivery, for example, Is a growing market for the USPS, led by the 
increase in e-commerce. The Postal Service can find ways to utilize its unique, universal delivery network to 
remain competitive, especially given such growing business opportunities. For example, the Postal Service is 
testing same day delivery with Amazon for online orders. It Is innovative ideas and partnerships such as these 
that will strengthen the Postal Service. 

The Postal Service is also heading in the wrong direction by attempting to circumvent current collective 
bargaining agreements with its unions. It seeks to have Congress legislate away the rights and benefits that 
the Postal Service and its unions have successfully negotiated for over the past 40 years. 

The Postal Service continues to propose numerous plans to create a postal-only health plan. Some of these 
proposals call for the USPS to leave the Federal Employees Health Benefits Plan (FEHB). Let me be clear about 
this; the NRLCA will not support any proposal of a Postal-only health plan that leaves FEHB. Leaving FEHB will 
will undoubtedly mean reduced benefits and increased costs for employees and retirees. The negotiating and 
purchasing power of the FEHB is unparalleled, and there is a reason that there is little precedent for federal 
agencies abandoning the FEHB. The Federal Deposit Insurance Corporation (FDIC) withdrew from the FEHB in 
1982, claiming that a third party administrator would reduce expenses. By 1997, the FDIC concluded that It 
was no longer cost-effective to provide health insurance as a self-insured entity and that the FEHB was better 
positioned to bargain for lower premiums and better benefits. It rejoined the FEHB, only after acquiring 
Congressional legislation which allowed the return to the FEHB at an estimated cost of $170 million to the 
FDIC's approximately 5,700 employees. It truly was a failed experiment. The fact is that the Postal Service 
simply can not compete - even if it had the health insurance experience - with the FEHB. Moreover, we 
have no interest In putting retiree health benefits at risk each and every time we negotiate over health 
benefit contribution levels. 

Finally, I am deeply disturbed that the Postal Service continually seeks to have Congress interfere with 
collective bargaining by stripping away the no-layoff clause protection that the NRLCA secured after hard- 
bargaining and considerable financial sacrifice. 

Underthe NRLCA's National Agreement with the Postal Service, only regular rural carriers have layoff 
protection. Rural carrier leave replacements are not protected, because they are not career employees. In 
the rural craft, the only path to regular carrier career status is through the leave replacement ranks. On 
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average, an NRLCA leave replacement does not obtain a regular carrier position, and thus layoff protection, 
until after nearly six years of employment. 

Rural letter carriers paid dearly for receiving layoff protection, which was originally negotiated in 1978. Until 
then, the four postal unions bargained jointly with the Postal Service for a single National Agreement. In 1978 
the NRLCA determined to bargain separately for a contract with the Postal Service, while the other three 
crafts continued to bargain Jointly. The Postal Service reached tentative agreements with the NRLCA and with 
the other unions. Both tentative agreements provided, among other things, {1} lifetime layoff protection for 
all career employees and (2) a capped COLA provision. The NRLCA membership ratified their agreement. The 
memberships of the other unions rejected their tentative agreement and ultimately those unions jointly went 
to interest arbitration with the Postal Service before Arbitrator James Healy. 

In Arbitrator Healy's September 1978 Award, he provided for the continuation of the prior uncapped COLA 
provision and for a "limited" layoff provision for the other unions. As in the case of the NRLCA agreement, 
the other crafts received lifetime no layoff protection for all career employees employed as of the date of the 
award. However, unlike rural craft employees, other craft employees who reached career status thereafter 
were required to have six years of continuous service to achieve no layoff protection. To achieve six years of 
continuous service in those crafts, an employee "must work at least one hour or receive a call-in guarantee in 
lieu of work in at least 20 of the 26 pay periods" during each year. 

Ultimately, the no-layoff provisions have been of no practical value because the Postal Service has never laid 
off an employee under the rights given to it by its agreements with the other unions. In addition, to our 
knowledge, the Postal Service has never laid off an NRLCA leave replacement even though those employees 
have no protection from layoff. 

The NRLCA has paid a steep price for a no-layoff provision that In practical effect affords no greater protection 
than the "limited" no-layoff provision obtained by our sister craft the National Association of Letter Carriers 
(NALC). It has paid dearly for layoff protection when in fact no employee would ever have been laid off 
(though, in fairness, that was not known when the agreement was made more than 30 years ago). As a result 
of the capped-COLA provision that the other crafts did not have, in conjunction with rampant Inflation that 
occurred during the term of the 1978 agreement, NRLCA carriers received COLA payments $1,955 less than 
those received by the other crafts under their uncapped provisions. Although the NRLCA achieved restoration 
of uncapped COLA provisions in its 1981 agreement, the $1,955 salary differential that occurred as a result of 
the three years of capped COLA, has largely remained ever since. The collective cost to the rural craft of over 
30 years of such salary differential with the city craft has been approximately $4 billion at a 3 percent 
discount rate. As a result, for more than 30 years, rural carrier salaries have lagged behind their brother and 
sister postal employees. 

In late 2011, after contract negotiations between the NRLCA and USPS broke down, the NRLCA and the Postal 
Service entered into interest arbitration. After a total of 26 days in arbitration hearings, and 100,000's of 
pages of testimony, the no lay-off clause was once again left intact. Despite putting forward a proposal to 
remove the no-layoff clause, the USPS did not make it a focal point or push to have it removed during the 
arbitration process. Most likely this is because the rural craft already offers the Postal Service substantial 
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flexibility. Article 12 of our National Agreement addresses excessing rural letter carriers and consolidating 
routes without having to lay off employees. Moreover, as stated previously, the layoff protection does not 
protect rural carrier associates (RCAs) who comprise more than 40 percent of our bargaining unit. 

Mr. Chairman, and members of the Homeland Security and Governmental Affairs Committee, 1 know the 
economy is causing great uncertainty, and solutions must be found to keep the Postal Service moving 
forward. However, you have the power now to relieve the Postal Service of a huge financial obligation by 
relieving the Postal Service of its unfair pre-funding mandates and returning the FERS pension monies that 
rightfully belong to the Postal Service. By doing so, you will give the Postal Service a fighting chance to remain 
viable without having to take drastic measures that will only harm this great institution, the Americans who 
rely upon It and the employees, such as rural letter carriers, who serve it with determination, integrity, and 
pride. 

Thank you for allowing me to submit testimony, and I would be happy to answer any questions. 
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Chairman Carper, Ranking Member Cobum, and Committee members: I am Robert 
Rapoza, President of the National Association of Postmasters of the United States and 
Postmaster of the Honokaa Post Office in Hawaii. Thank you for inviting me to testify on behalf 
of our nation’s Postmasters, the managers-in-charge of America’s post offices. 

NAPUS has testified before this Committee about how the Postal Service is valiantly 
struggling against a series of formidable obstacles that are impeding to its ability to remain a 
viable universal public service. We have also testified about the importance of post offices and 
Postmasters in providing essential postal services and ensuring center of gravity, particularly, to 
rural areas and small towns. Finally, NAPUS has shown that closing these post offices would net 
minimal savings. 

Last year, NAPUS joined with the Chairman and members of this Committee in 
promoting S. 1789, the bipartisan and consensus postal relief bill. It is a credit to this committee 
that the legislation earned strong bipartisan support, both within the committee and on the Senate 
floor. Nonetheless, we recognized that the legislation was imperfect; however, it offered the best 
opportunity to provide the Postal Service with essential breathing room. As you know, NAPUS 
worked with committee members and other Senators in the past and will continue to work with 
this committee to ensure that the Postal Service continues to offer the American public a 
universal government-run communications and parcel service. I 

Regrettably, a number of key statutory barriers endure that threaten our universal Postal 
Service’s long-term viability, despite last year’s aborted efforts to enact relief legislation. 
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Notwithstanding contemporary postal prophets who have asserted the Postal Service is a relic, 
the agency still accepts, transports, and delivers about half of the world’s mail. 

The Postal Service has responded to those challenges that are within its control - some of 
which have caused Postmasters huge anxiety. Since 2006, the agency has cut its workforce by 
about 193,000 positions, including 60,000 full-time jobs over the past two years. Moreover, 
approximately, 4,100 Postmasters left postal employment over the past year, and about 13,000 
post offices will have reduced hours of operation. These cuts, particularly those that impact 
Postmasters and rural and small communities, represent extraordinary sacrifices on the part of 
Postmasters and the communities they serve. Continuous and debilitating cost-cutting, combined 
with maintaining unsustainable and unfair financial obligations, is not a formula for the 
agency’s resurgence or durable sustainability. The important question is how do we resolve the 
fundamental differences among postal policymakers. Tragically, without prompt, responsible, 
and constructive legislative relief, we may witness the demise of the Postal Service and the 
essential services it provides to America, The inability to enact constructive postal legislation 
during the 1 12th Congress has negatively impacted the image of our lawmakers, and the image 
of the Postal Service. Failure of this Congress to promptly pass such legislation condemns an 
entire industry to catastrophe. 

There are those who would permit the Postal Service to “wither on the vine”; however, 
they fail to appreciate the vital role the agency and its post offices play in our economy - not just 
in rural communities. A much-overlooked fact is that the postal industry does not simply employ 
Postal Service workers, but provides a work environment for about 8.4 million Americans. Postal 
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Service employees account for only about 8% of the postal industry’s total workforce. Yet, I 
would add, this 8% provides the high quality of service the American public recognizes, as 
documented in poll after poll. 

Postmasters are on the frontline, working with delivery point customers, the business 
community, and the agency itself, ensuring that postal operations are effective, efficient and 
responsive. Postmasters essentially manage the market, from mail acceptance to mail delivery. 

What differentiates the Postal Service from privatized postal providers is its essential 
mission to provide a universal and uniform service at an affordable price. One of the major 
problems the Postal Service must tackle is declining volume and revenue, as our delivery points 
expand. The growth in small businesses further accelerates the number of delivery points. 
Delivery point growth will continue as our population and business opportunities inflate. 
Moreover, Americans entrust Postal Service employees with their mail, as a trusted third-party. 
Universal access at the entry point to the delivery point, with a trusted government employee, is 
a hallmark of our postal system. 

Over the past four decades, the Postal Service has attempted to harmonize its universal 
service obligation and provide affordable, accessible and uniform mail services to all Americans, 
while supporting itself on declining revenue. Nevertheless, the universal obligation, which has 
bound this nation together, is undermined by Congress’ failure to act expeditiously to address the 
many challenges facing the Postal Service. 
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One of the most damaging impediments to postal sustainability is the failure to address 
the unfair statutory requirement that the Postal Service prefund, within a limited 1 0-year period, 
75 years of retiree health benefits. No other entity, public or private, is under such an obligation; 
nor would any private sector company permit such a requirement to be imposed upon it. Rather, 
organizations that elect to prefund health benefits ordinarily amortize their liabilities over a 40- 
year or more period. It is important to note that the accelerated USPS 10-year prefunding 
schedule was not adopted as an assurance of retiree health benefits; rather, it was enacted to 
provide a new revenue stream into the federal treasury - at the expense of the U.S. Postal 
Service, its customers, and it employees. 

At the time of the provisions adoption, in 2006, the Postal Service and the economy were 
humming along, so the contribution rate may have been defensible at that time. Postal revenue 
and mail volume was rising; however, since that postal highpoint, a recession-driven mail 
decline, combined with accelerated mail diversion, has rendered retiree health prefunding 
unfeasible and potentially fatal. Indeed, about 70% of the Postal Service’s recent losses are tied 
to this pre-funded requirement. In fact, according to the Postal Service’s most recent quarterly 
financial report, the agency would have reported a $100 million surplus had it not been required 
to pay the prefunding levy. 

The failure to help alleviate the financing crisis confronting the Postal Service has 
already caused serious damage to the postal infrastructure and impairs the agency’s capability to 
provide the service that Americans expect and deserve. Postmasters already have made painful 
sacrifices that have affected their families, quality of work life, and their futures as the Postal 
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Service attempts to drive down the cost of doing business. Through the implementation of 
various USPS initiatives, the number of career Postmaster positions has been reduced, and with 
the full implementation of the initiative known as POStPlan, more than 50% of the nation’s post 
offices will offer the public reduced hours. These reductions have a disproportionate impact on 
rural areas and smaller communities and represent an alternative to an outright post office 
closure. With POStPlan, many potential closures have been averted - at least for now. 
Nevertheless, creating part-time post offices, having less than six hours of retail operations in 
communities accustomed to eight hours of service, is currently the best option to avoid closing 
thousands of rural post offices. POStPlan post offices render access to postal services based on 
earned workhours, rather than convenience and accessibility. The reduction diminishes 
opportunities for post offices to expand their menus of services to include other services, such as 
identity verification and licensing. In sum, 13,900 communities will lose access to full-time post 
offices. 


Revenue generation must be a primary focal point of legislative relief. Partnerships 
should be fostered and the USPS should continue to aggressively focus on revenue growth in all 
areas to help retain its viability. It is clear the small-parcel market is expanding and the Postal 
Service must not simply ride the wave of this accelerating growth in the parcel market, but must 
capture a significant share of it. In the not-too-distant future, it is quite likely that parcel volume 
could surpass letter volume. The explosion of e-commerce fuels this development and the cost of 
mailing small parcels through the USPS is highly competitive. Post offices and their Postmasters 
must be able to adapt and innovate to meet this growing segment of the mail market. Indeed, post 
offices are uniquely situated to provide a secure, affordable and accessible point for parcel 
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preparation, acceptance and delivery - not only for domestic shipping, but also to exploit the 
Postal Service’s global reach. Moreover, post offices provide an extensive and convenient 
network for parcel returns. The physical presence of post offices provides a major competitive 
advantage for the Postal Service’s participation in the parcel market. 

NAPUS believes it is crucial that the Postal Service be able to more effectively partner 
with other federal agencies and municipal governments in delivering essential governmental 
services, and it should be the preferred shipper of government publications and products. For 
example, we understand that the Social Security Administration is encouraging beneficiaries to 
opt for direct-deposit of their annuities, or making available Social Security “cash cards”, rather 
than paper checks. In addition, in the wake of natural disasters that impact specific communities, 
post offices could be the distribution point for FEMA cash cards to assist in relief efforts. The 
local post office could easily verify identity and could be the location where such cards could be 
reloaded. Post offices could also be the venue for retrieval of licenses, vehicle registrations, 
payments for governmental levies, and local utilities. Financial services and partnerships With 
local or national merchants should also be more aggressively explored. Finally, Congress should 
enable the expansion of the types of products that can be mailed to include wine and spirits. 

Another area that legislation should address is providing the Postal Service more pricing 
flexibility within its market-dominant classes or mail. Under existing law, the only means of 
adjusting rates outside the prescribed consumer-price-index rate cap is through the limited 
criteria of an “exigent rate ease.” The Postal Service should be provided with more latitude to 
rebalance rates based on volume share, and a more postal-specific adjustment index. 
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NAPUS understands that the Postal Service continues to push for a health benefits plan, 
separate and apart from the Federal Employees Health Benefits Program. As I have stated in the 
past, any movement in this direction must reflect the unique health issues of postal retirees, and, 
at a minimum, involve the employee organizations in its development. S. 1789 established a 
credible framework for such a discussion; however, a postal health plan cannot be imposed by 
the Postal Service alone. 

It would be a sad day for the American public if we reach the end of this fiscal year 
without meaningful legislation to address the fiscal difficulties that confront the Postal Service 
that are not of its making, Some view the Postmaster General’s recent actions as acts of 
desperation, which are doomed to backfire; others see it as part of a bold calculated plan for the 
survival of the Postal Service, an organization of which I have been an employee for the past 46 
years. In either case, my fear is that if this Congress does nothing to resolve their fundamental 
differences, the integrity of our nation’s universal postal system will be irrevocably 
compromised. 

Consequently, NAPUS urges this Congress to act responsively and responsibly to assist 
the U.S. Postal Service, the greatest and most efficient postal service in the world, to continue to 
provide the products and services that Americans expect and deserve. I pledge that during the 
remaining months of my term as President of NAPUS, our organization will assist the Chairman 


and this Committee to that end. The future of the Postal Service is in your hands. 
Thank you. 
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Good morning, Mr. Chairman, Ranking Member Coburn and Members of the Committee, i 
want to thank you, Mr. Chairman, for your leadership, and the rest of the Committee for your focus 
and efforts on the urgent matter of restoring the Postal Service to financial stability. This is a vitally 
important issue for communications and commerce in our country. A financially hobbled postal 
system cannot provide the service the public needs and deserves; indeed, it could be forced to 
dramatic service curtailments. The Postal Service cannot cut enough to solve its financial challenges. 

It needs help from Congress. So, with respect, I urge you and your colleagues to act as quickly as 
possible. 

As we know all too well, the Postal Service is losing money at a rate of nearly $25 million a day 
with the total loss in 2013 expected to be $7.6 billion. This Is clearly unsustainable. This financial 
instability and the constant threat of insolvency is obviously troubling for the Postal Service, but it is 
even more troubling for the American economy overall. Since 2009, the mailing industry lost 4.5% of 
Its jobs. Although the Postal Service is financially challenged it is still a $65 billion business that 
supports a private sector economy worth more than $1 trillion, employing some 8 million private 
sector workers, and accounts for 7% of our nation's Gross Domestic Product (GDP). 

The Postal Service is the backbone of the private sector mailing industry and it plays an 
integral role in the modern economy ranging across every type of mailer and the printing, paper and 
technology industries that supply them. These businesses support services in a marketplace that 
Includes cost-effective advertising, magazines, catalogs, e-commerce, prescription drug fulfillment, 
and what is still a huge amount of statements, bills and greeting cards as well as an expanding 
package delivery segment. These are products that consumers In all 50 states crave, and in some 
cases rely on, and they depend on the Postal Service to deliver them right to their door. 

While it is clear that the printing and mailing industries are a vital part of our economy, there 
is no doubt that our industries are changing and change can be challenging. The biggest problem 
facing the printing industry is the same problem the Postal Service faces: excess capacity. This is a 
problem that we, at Quad/Graphics, are addressing head on. We continue to work hard to acquire 
market-share by attracting and retaining customers and through strategic acquisitions both large and 
small. Over the past three years we have completed two major acquisitions (WorldColor Inc. and 
Vertis Holdings Inc.). Through these acquisitions we acquired more volume. At the same time, we 
acquired more capacity and, therefore, had to make the tough but necessary choices to close facilities 
and consolidate work in to other facilities where we believe we can produce it most efficiently and 
competitively. These are decisions are necessary in a mature industry and challenging marketplace. 
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The Postal Service must make simMarly difficult decisions. It must take an honest look at its 
business model and make sure that the size of its business matches the reality of its market. Right 
now, the Postal Service has too much capacity and must be "right-sized." 

Our company, Quad/Graphics, is one of the largest mailers in the United States, accounting 
for nearly 12 billion pieces of mail each year. We print magazines, catalogs, retail inserts and direct 
mail for many well-known publishers and marketers. For example, Quad/Graphics has contractual 
relationships with leading magazine publishers, including Conde Nast, Hearst Magazines, Meredith 
Corporation, The National Geographic Society, Rodaie Inc., The Reader's Digest Association Ltd., 
Source Interlink Media, LLC, Time Inc., Sports Illustrated, and Wenner Media LLC, Quad/Graphics 
prints catalogs for industry-leading marketers such as Cabela's Incorporated, J. Crew Group, Inc. L.L. 
Bean, Limited Brands Inc. (Victoria Secret), and Redcats USA' and direct mail products for companies 
such as Charter Communications, American Family Insurance, American Eagle Outfitters, Publishers 
clearing house, Inc. and Weight Watchers International, Inc. The success of Quad/Graphics and its 
20,000 American workers -- which include 6,700 In Wisconsin, 700 in Oklahoma, SOO in Michigan, 225 
in Ohio and 630 in Kentucky and many more throughout 28 other states, is directly tied to the 
existence of an efficient and cost-effective Postal Service. Those 20,000 workers are counting on this 
committee and this Congress to take the necessary steps to help them succeed. 

Point being, you are not alone on this journey. We are part of the Direct Marketing 
Association, PostCom, American Catalog Mailers Association, Alliance of Nonprofit Mailers, The 
Association of Magazine Media, and the Coalition fora 21“ Century Postal Service aft of which stand 
beside us, ready to continue their work with you to ensure the future of the Postal Service as well as 
the 8 million American families that depend on the Postal Service for their livelihood. 

The continued sluggish economy and the decline in mail volumes pose a threat to the Postal 
Service's sustainability. These challenges can be overcome with bold reforms, cost-cutting and 
streamlining - the same types of tough measures that thousands of American businesses like ours 
have made during these difficult economic times. In addition to measures the Postal Service must 
take. Congress can help by alleviating the unreasonable financial burdens that have been placed on 
the Postal Service. Without Congressional action, not only will the financial situation of the Postal 
Service continue to be dire, but the uncertainty for our clients and the entire mailing industry will 
stifle volume as customers make decisions about how to spend their advertising budgets, among 
other concerns. Many are referring to this as a "crisis of confidence." Many clients may choose to 
move away from print only because they do not have confidence that the Postal Service will continue 
to be a viable option. This uncertainty can be resolved by Congress taking decisive action to show that 
the Postal Service will remain a strong and practical option for our marketers and publishers to 
distribute and advertise their products. 

The recent action taken by the Postal Service to move to 5-day delivery by eliminating 
Saturday service is impactful. While we understand why the Postal Service feels this is a necessary 
step in order to help bring costs in line with revenues. It is important to understand that the Postal 
Service will not be completely shut down on Saturdays. Quad/Graphics and other mailers have a 
critical need for the Postal Service to continue accepting mail drop-offs on Saturday, process that mail 
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on Saturday and move it around the country on Saturday in order for it to be in place for delivery on 
Monday. The impact on our customers will be felt on an individual customer basis. For some of our 
clients, the change to 5-day delivery will mean simply adjusting the delivery date expectations. For 
others, they will need to decide how best to continue Saturday delivery through an alternative carrier 
if they feel weekend delivery is business critical. Regardless, Quad/Graphics will work with all of our 
clients to ensure they are receiving the best value for delivery of their printed products. 

RECOMMENDATIONS FOR CORE ELEMENTS OF LEGISLATION TO STABLIZE THE USPS 

Extended amortization of payments to prefund retiree health benefits . Prefunding retiree 
health benefits is admirable but is virtually without precedent in the private or public sector, 
especially on the massive scale of $5.5 billion per year. It is simply unaffordable and already we have 
seen the Postal Service default on two payments. Thus, the business community, including 
Quad/Graphics, complete supports the need by the Postal Service, postal labor unions and others to 
modify the prefunding schedule for retiree health care and endorses the 40-year amortization 
included in fast year's S.1789. 

Return FERS overpayments. Another disadvantage facing the Postal Service has been a 
continual overpayment into the federal government's pension funds. While there is some dispute 
over whether there was an inappropriate overpayment in to the Civil Service Retirement System 
(CSRS), there is no such dispute over overpayments into the Federal Employees Retirement Systems 
(FERS). This overpayment has resulted in billions in extra funds pouring into FERS ultimately at the 
expense of the private mailing industry. Due to the fact that the Postal Service relies almost 
exclusively on postage fees, these overpayments are paid for not by the USPS or the taxpayers> but 
rather by the customers and clients of companies like Quad/Graphics and any other company that 
uses the Postal Service as a means of commerce. This has amounted to a vast hidden tax on our 
industry, which accounts for 90% of postal revenues. 

Returning the overpayments to the Postal Service is the fair and responsible approach, yet 
there has been some rhetoric surrounding these proposals as a "bailout." Nothing could be further 
from the truth, in this circumstance it is postal ratepayers (the majority of whom are businesses) who 
have been bailing out the government. We are gratified that this Committee and the Senate were 
undeterred by the inaccurate bailout characterization, and Included FERS repayment In last year's bill. 
We urge you to include it again in any reform legislation this session. 

Enable the Postal Service to continue to streamline its network. With the precipitous plunge 
in mailing volumes, the network of postal facilities has become far too large for the business the 
system has or is likely to have in the foreseeable future. It, therefore, must downsize, it Is in the 
process of doing precisely that, having closed a number of facilities last summer with little operational 
disruption. The Postal Service also heard Congress loud and clear, and instituted a well-received 
program to keep rural and small post offices open. We urge Congress to exercise its customary 
thorough and cautious oversight of the Postal Service as it downsizes, but not to unduly inhibit or 
restrict its ability to do so, and do so quickly. 
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In summat 7 , we as an industry, request that Congress, at a minimum, act on the following: 

Assuring USPS the Authority to Streamline its Service 

• Mail volume has declined 25% since its peak year In 2006. The associated revenue drop has 
vastly outpaced the Postal Service's actions to cut costs. 

• The USPS has the infrastructure and capacity to handle and process more than 300 billion pieces 
of mail. Unfortunately mail volume continues to decline and is expected to be only 153 billion 
pieces of mall in 2013 {of which Quad/Graphics accounts for approximately 12 billion pieces of 
mail). 

• The USPS must reconfigure Its system (facilities and workforce) to the business It has and 
projects over the coming years. 

o The decline Is unlikely to be substantially reversed, but further losses may be slowed, 
o The USPS has a plan in place to consolidate and close processing facilities and reduce 
post office costs without widespread closings. These plans ought to be allowed to 
proceed without Congressional interference. 

• The USPS must be provided with and use its authority to continue the effort to "right-size" its 
system to current and anticipated future mail volumes. 

Reamortization of Payments for Prefunding Retiree Health Benefits 

• Ensuring retiree health is not an unfunded liability is financially sound. 

• The current 10-year amortization results in unaffordable payments $5.5 billion annually, which 
the Postal 5ervice has defaulted on twice. 

• Extended amortization guarantees full pre-funding at much lower annual payments. 

• The 40-year amortization schedule, as proposed in the Senate bill last year, would accomplish ail 
of the foregoing goals. 

Return to USPS of its Overpayments to the Federal Employees Retirement System (FERS) 

• Depending upon the calculation, the USPS has overpaid into FERS by $3.0 bHlion-$12.5 billion. 

• Since the USPS operations are funded by postage, not taxes, mail users and especially the 
business community (which is responsible for about 90% of postal volume) have been 
overcharged. 

• Returned funds can be used as incentives for early retirement, debt reduction and more. 

Provide USPS with needed flexibility to manage health care costs 

• Health care costs are a significant issue for every business and making sure their employees get 
the necessary services at an affordable price Is paramount to business success. 

• Quad/Graphtcs has a unique, in-house, health care model, called QuadMed, which focuses on 
preventive primary care, based on a wellness model that rewards employees for choosing a 
healthy lifestyle. It generates a significant amount of savings for the company and the employee 
while improving the quality of care. 

• Due to this unique model, Quad/Graphics has seen a significant reduction in health care costs. 
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• The USPS should be allowed to go out in the marketplace and negotiate for better service at a 
lower cost, which is something it has explored and recommends to Congress. Those beneficial 
options do exist and can save the Postal Service money. 

The issues laid out above are the Items that, at a minimum, ought to be included in any postal 
reform legislation. There are also a few items that have been discussed over the last few years that 
would be extremely harmful to the Postal Service as well as, have direct consequences on 
Quad/Graphics and the mailing industry if they were to be enacted. 

There are three main components to printing a magazine, catalog, retail insert or direct mail 
piece: the cost of the physical printing of the item, paper and postage. It may be tempting to address 
the Postal Service's financial situation by simply raising postage rates to "cover the costs," but I 
cannot stress enough how damaging postal rate increases are to our industry. We believe that the 
issue of "underwater" classes is a symptom of the larger problem - extreme excess costs In the USPS 
system. Furthermore, there is a direct negative correlation between rate increases and volume. Our 
customers demand predictability and affordability and if prices suddenly increase more than expected 
they react by reducing their volume to cover the extra postage or move away from print altogether. 

Of course, this hurts the revenue of the printer but also reduces the volume going to the Postal 
Service which further exacerbates the problem. Over the last 25 years, through technological 
advances and process changes resulting In productivity gains of more than 4% annually, the printing 
industry has been able to actually reduce the price for printing (adjusted for Inflation). The Postal 
Service should address its problems by achieving the same cost control success. 

Paper prices have fluctuated during that same period based on supply and demand. To 
ensure that we are providing our clients with the lowest possible cost and highest quality product, we 
have dedicated Quad/Graphics staff who continually work with the paper manufacturers to 
coordinate with transportation companies (be they rail or over-the-road-trucking) to ensure the most 
cost-effective and timely delivery of paper from the mills to our plants. We've also developed and 
Initiated standards for managing inventories and waste, all in an effort to be the low-cost provider 
and deliver quality products for our customers. Despite the fact that we are not In control of paper 
prices, these efforts have resulted in the management of paper prices and costs for our clients for our 
printed products. 

During that same time period, the price of postage has continued to increase and as a result 
the single largest expense of printing is now the postage associated with delivering the final product. 
In order to help to control these costs, Quad/Graphics and other printers provide co-mail services that 
combine and then ship numerous, individual clients' mallpieces together to relieve the Postal Service 
of significant sorting, handling and transportation costs. A large volume of the product we co-mail is 
sorted to the individual letter carriers and sequenced exactly In the order In which they walk their 
route. This reduces Postal Service costs and qualifies our company and our clients for postage 
discounts. These "work share" discounts were put in place in cooperation with the Postal Service at a 
tremendous capita! expenditure for the printing industry. The equipment necessary to provide these 
co-mail services is expensive. However, the private sector is able to provide this service efficiently, 
saving the Postal Service the added expense of installing this technology in its own processing 
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facilities. This not only reduces the Postal Servicers costs, but helps to control the cost of postage, and 
provides our clients with a significant return on their marketing dollar. Except for the ability of 
Quad/Graphics and other mail service providers to help clients manage their postal costs through 
work sharing, mail volumes would have been reduced to an even greater extent over the last decade. 

As discussed, above-inflation postage rate increases cannot be part of this solution (whetherthey 
are from straight rate increases or reductions In work-share discounts). The rate caps enacted as part 
of the Postal Accountability and Enhancement Act of 2006 (PAEA) have worked well to control 
postage rates and provide our clients with that much needed certainty. These caps must be retained 
and action taken by Congress must lead to a cost-effective Postal Service. As confidence grows that 
the DSPS is a long-term viable option marketers will have the wherewithal to make volume and 
pricing commitments into the future to the benefit of both the Postal Service and the industry as a 
whole. 

Quad/Graphics remains bullish on print. We live In a multichannel world where customers have 
choices. If the Postal Service can manage its cots and maintain an affordable pricing structure, its 
business can remain sustainable and ours, in turn along with it. We are encouraged with the direction 
we have seen the USPS take over the last year-and-a-haif. We've seen a difference in the way the 
USPS manages the "customer experience" with new products and services being developed. 
Innovation is what drives our business today; we invest in new technologies and ways to keep print on 
the forefront of our multichannel world. We believe print is the foundation of successful 
multichannel strategies for both marketers and publishes. Our own innovations with tablet and 
Smart-phone apps related to QR codes and image recognition, augmented reality and nearefield 
communications keep Quad/Graphics on the cutting-edge of our industry and give our clients a 
competitive advantage, and we need similarly innovative thinking from the USPS. 

As an example, the Postal Service recently initiated a new strategy for growth through incentive 
promotions tied to value-added products and services and partnering with its customers and mail 
service providers. The principle is simple: value-added = greater response = growth. As we know 
from our experience with our clients, the risk really Isn't that great when it comes to using mail to 
drive response. Therefore, we consider this a good example of the Postal Service using its pricing 
flexibility under PAEA to drive the growth of mail, and we fully support those efforts. 

I thank the Chairman, the Ranking Member and the Committee for allowing us the opportunity to 
discuss our company and the importance of the Postal Service to the 8 million families our industry 
supports. I look forward to working with you to enact reforms that will put the Postal Service on a 
path to sustainability. I applaud you for making the Postal Service a priority, and I would be happy to 
answer any questions that you may have. 
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chairman Carper, Ranking Member Coburn, and distinguished Members of the Committee: 

Thank you for the opportunity to submit testimony to the Senate Homeiand Security and 
Governmentai Affairs Committee hearing entitled, "Solutions to the Crisis Facing the U.S. Postal 
Service." 

I am R. Richard Geddes, Associate Professor in the Department of Policy Analysis and 
Management at Cornell University, Visiting Scholar at the American Enterprise Institute, and 
Director of the Cornell Program in Infrastructure Policy. 

I am pleased that the Committee is examining opportunities for innovative, long-term solutions 
to the problems facing the U.S. Postal Service. 

The U. S. Postal Service is facing a major financial crisis. That crisis is driven by declining demand 
for the Postal Service's core activity -the delivery of first-class mail - combined with the cost of 
maintaining the extensive delivery network required to provide universal delivery service. First- 
class mail is important because it is the Postal Service's most profitable activity, and because 
ensuring the delivery of letters is the justification for the Postal Service's current organizational 
structure as a state-owned enterprise with a legally enforced monopoly over its core service. 

As Figure 1 below illustrates, the decline in first-class mail has been significant. First-class mail 
volume reached a peak of 103,656 million pieces in 2001, and fell to 68,696 million pieces in 
2012, representing a drop of over one-third. Declines of this magnitude in letter mail have not 
been seen since the Great Depression. 

Although it is undoubtedly a contributing factor, first-class mail volume's dramatic decrease Is 
not explained solely by recent weak economic growth. The decline began well before the 2008 
global financial crisis. Moreover, that decline has continued even though the economy has 
improved. It is instead likely that diminishing mail demand is driven by the falling cost and 
increasing usage of electronic substitutes for physical mail delivery. 

Alternative methods of communicating messages include telephone calls, electronic mail 
messages, text messages, and facsimiles, among others. Such methods have an advantage over 
physical mail delivery because they are both inexpensive and Instantaneous. Increased use of 
electronic banking and electronic payment of bills, such as utility bills, have had a particularly 
large impact on mail volumes. 

It is tempting to compare the Postal Service's current situation to other industries that have 
been overtaken by technological innovation. Examples include the horse and buggy in the 
dawning automobile era, typewriters after the development of word processors, or slide rules 
with the advent of low-cost, hand-held calculators. Such comparisons suggest that the Postal 
Service's fiscal crisis is inevitable. To the extent that younger people are more comfortable 
communicating electronically, demography indeed may be destiny for the Postal Service. 
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Fortunately, postal liberalization in other countries demonstrates clearly that, with proper 
policy reform, the postal and delivery sector can emerge from this technological challenge as a 
sustainable, vigorous, and profitable component of a developed economy. For that desirable 
outcome to be realized in the United States, however, we must remove existing legal 
impediments to the Postal Service evolving into a more innovative and entrepreneurial 
company. 

Below I recommend two key reforms for the Postal Service: de-monopolization and 
corporatization. Liberalizing the U.S. Postal Service from its current commercial constraints and 
improving its governance represents a direct extension of the Postal Reorganization Act of 
1970, The 1970 Act created the modern Postal Service out of the old Post Office, required it to 
break even over time, directed it to operate in a more businesslike manner, and instructed it to 
adopt modern management methods. The Act created a Board of Governors as a key 
governance device. In contrast to these reforms, relying on mainly cost cutting or ongoing 
taxpayer subsidies to survive such a major technological challenge will lead inevitably to waning 
and stunted U.S. postal sector. 

The Postal Service's Fiscal Crisis 

Declining revenue from mail combined with the Postal Service's cost structure has created a 
widening fiscal crisis. The Postal Service lost $15.9 billion in its 2012 fiscal year ending 
September 30* **’. The Postmaster General recently stated that the USPS now loses 
approximately $25 million every day, or $17,361 per minute. Cumulatively, the Postal Service 
has lost about $41 billion dollars over the past six years. 

During 2012, it defaulted on $11.1 billion of retiree health care prefunding obligations owed to 
the U.S. Treasury as required by the 2006 Postal Accountability and Enhancement Act,^ It 
reached its $15 billion borrowing limit with the U.S. Treasury by the end of 2012. Recent data 
from the Postal Service's first quarter of 2013 suggests that the crisis is unlikely to abate. First- 
class mail declined by about 4.5 percent for the quarter, while revenue from first-class mail 
declined by 3.1 percent. The Postal Service lost about $1.3 billion for the quarter. 

These developments have impacted the USPS' cash position. The Postal Service projects that, 
by the end of FV 2013, its cash balance will be less than its average weekly expenses of $1.3 
billion. Such a low cash level is risky, since it could prove insufficient to support operations in 
the event of a shock to demand or further weakness in the U.S. economy. 


* Much recent debate has focused on the requirement in the 2006 Act that the Postal Service pre-fund its retiree's 
health care benefits. Actuarial experts within the Office of Personnel Management determined that such payments 

are a legitimate cost incurred by Postal Service operations, which should be paid through rates (instead of by 
taxpayers) as per the 1970 Act break-even requirement. 1 have no reason to question that judgment. 
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Solutions to the Crisis 

Barring a return to the massive - and likely increasing - pre-1970 direct annual subsidies from 
taxpayers to the Postal Service, there are two broad approaches to addressing its mounting 
fiscal crisis. The first is to rely mainly on a "shrink to survive" strategy to assist the Postal Service 
in reducing its costs as the demand for its core service falls. This involves reducing the number 
of post offices, downsizing the postal workforce, closing large sorting centers, and reducing the 
level of service (such as delivery days per week and post office hours), among other reductions. 

To some extent, this is the approach taken to date. The Postal Service has announced initiatives 
to close up to 4,380 retail postal facilities in suburban, urban, and rural areas. The Postmaster 
General recently reported the impending elimination of Saturday first-ciass mail delivery. The 
Postal Service has reduced hours of service at about half the nation's 26,000 post offices and 
reduced its workforce by 35 percent. Given that approximately 80 percent of the Postal 
Service’s costs are labor-related, it is likely that further large reductions in employment and 
work hours would be necessary under this strategy. 

This approach essentially accepts volume and revenue declines as immutable, and attempts to 
accelerate and formalize the cost reduction process. This may include such mechanisms as a 
military-base-closing-commission (BRAC) type board, which would be granted authority to 
formulate a list of postal facilibes that should be closed, as well as granting the Postal Service 
more authority to reduce service levels. 

There are several reasons why an overall "shrink to survive" strategy is unlikely to result in a 
sustainable Postal Service. There are two potential negative long-term effects of such a 
strategy, one on the demand side and one on the cost (or supply) side. Reductions in service 
levels (including delivery days per week and delivery speed) are important aspects of service 
quality that may affect demand. When the quality of service deteriorates, demand for that 
service may fall as well. Thus in addition to reducing costs, such reductions may have the 
unintended consequence of further reducing revenue. Moreover, there is a natural limit to how 
far costs can be cut without sacrificing the ability to provide a basic level of mail service. 

On the supply side, an industry such as postal services exhibits economies of scale in some 
aspects of its operations. Economies of scale imply that unit costs fall as the firm's size 
increases. Conversely, rising costs per unit are associated with scale economies as demand 
declines. This second deleterious effect is critical for the reform debate, since economies of 
scale are often offered as the public policy Justification for retaining a delivery monopoly. 

To provide some background, economies of scale is the phenomenon that, in some Industries, 
the unit cost of producing a good or service declines as the firm gets larger. That is, bigger firms 
are more efficient (i.e. lower cost) in production due to the process by which a good or service 
is produced. Economists often think of network industries such as water and electricity 
production as exhibiting economies of scale, although non-network industries, such as steel, 
are also offered as examples. 
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Economies of scale operate in both directtons, however: costs per unit jjse as the firm gets 
smaller . Thus falling mail demand as driven by substitution into electronic alternatives is not 
only causing revenue to decline, it is also causing unit costs to increase. This is illustrated by 
Figure 2 below, which indicates that inflation-adjusted operating costs per piece of mail have 
indeed been rising of late. Unit mail costs have returned to approximately where they were in 
the mid-1970s. This is consistent with economies Of scale now working against the Postal 
Service as mail volume falls. Falling demand means that the Service is effectively caught in a 
fiscal vice, with declining revenue on one side and rising unit costs on the other. This is a second 
key reason why shrinking to survive alone is unlikely to result in a sustainable Postal Service. 

Similarly, serious, sustainable reform should not focus mainly on restructuring the Postal 
Service's payments for retiree health care costs, as some commentators have advocated. The 
restructuring of such payments should only be undertaken within the context of broader 
structural reforms. Without major changes in the Postal Service's business model, further 
declines in mail demand and in revenues are likely. 

A New Postal Service Business Model for the Electronic Age 

The Postal Service's fundamental business model must be modernized to allow it to use its 
existing assets to discover new ways to better meet demand and to create new demand for 
physical document delivery. There are three key outcomes that any reform must create to 
result in a sustainable U.S. Postal Service: (i) strong, focused incentives to seek out new revenue 
streams; (ii) specialized expertise; and (iii) access to capital markets to fund Innovation. 

Notably, the Postal Service has recognized this need, and has itself called for a major change to 
Its business model. In its Quarter i, 2013 Report on Form 10-Q (p. 9) the Postal Service stated 
that, "Without structural change to the Postal Service's business model, it will continue to be 
negatively impacted by these [demand] factors and, absent legislative change, it anticipates 
continuing quarterly losses for the remainder of 2013." 

There are two key reforms that will allow the USPS to be sustainable in the new 
communications marketplace. The first is de-monopolization and commercialization, and the 
second is corporatization. 

De-Monopolization and Commercialization 

The concepts of de-monopolization and commercialization are critical for postal reform, and 
are inextricably linked. De-monopolization refers to repeal of the Postal Service dual 
monopolies. These concepts are sometimes referred to collectively as postal "liberalization." It 
currently receives a legally enforced monopoly over the delivery of any item defined as a letter, 
and another over the use of a household's mailbox. Commercialization refers to the process of 
allowing the Postal Service to become entrepreneurial and innovative in entering new markets 
and in creating new product offerings. This means using its existing delivery network to 
generate more economic value. 
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These two reforms are inextricably linked because the Postal Service will never receive 
commercial freedom without de-monopolization, nor should it. Legal enforcement of monopoly 
power is always accompanied by regulatory oversight of the monopoly, which is appropriate. 
This stems in part from a fear that, if the monopolist were to venture into new business 
activities, it might utilize profits from its monopolized activity to unfairly subsidize activities 
where it faces competition. Indeed, such a concern was an important motive in separating 
postal products into "market dominant" and "competitive" categories in the 2006 Postal 
Accountability and Enhancement Act. 

Another by-product of legally enforced monopoly is regulation of rates. This stems from a 
concern that a firm receiving a monopoly may charge excessively high rates. Rates charged by 
the Postal Service are currently overseen by the Postal Regulatory Commission. The Postal 
Service also receives pricing flexibility through de-monopolization and commercialization. 

Postal laws should be reformed to allow the Postal Service to use its most valuable asset - the 
network that gives it the ability to deliver mail to every address on a regular basis - in new and 
innovative ways to meet existing demand and to offer new delivery products. Many 
stakeholders would share in the benefits from the creation of such added economic value, 
including customers, employees, and of course mailers. 

Although the Postal Service does attempt, within the confines of the law, to raise new revenue, 
it has noted that existing legal constraints on its ability to generate added revenue are binding. 
In its Quarter I, 2013 Report on Form IQ-Q {p, 26), it stated that: 

Moreover, unlike a private-sector business, the Postal Service is restricted by law from 
taking certain steps, such as entering new lines of business, that might generate 
additional reyenue to make up for some of the decline in First-Class Mail revenue. We 
are also constrained by a price cap imposed on First-Class Mail and Standard Mail prices, 
which generates almost 70% of our total revenues. As a result, under current 
regulations, the Postal Service cannot grow revenue sufficiently to compensate for the 
decline in First-Class Mail revenue. 

To facilitate revenue growth, any sustainable reform must contain de-monopolization and its 
complement, commercialization. Notably, such reforms are consistent with market trends. The 
value of the Postal Service's delivery monopoly has eroded with falling mail demand. Policy 
concerns regarding possible misuse of that monopoly power are thus becoming less salient. 
Moreover, a bright spot in postal operations is in package and shipping services, which 
increased 4 percent in the first quarter of 2013. This is not surprising, since internet shopping 
has increased the demand for home delivery of parcels. 

Package and shipping is however one of the Postal Service's most competitive markets. The 
ability of the Postal Service to innovate and succeed in those markets is becoming more 
important with such market changes. Liberalization is critical to allow the LISPS to become as 
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innovative as possible in those markets and is a reflection of market trends. The importance to 
the Postal Service of obtaining true commercial freedom is thus rising over time because of 
demand changes. 

It is also noteworthy that granting the Postal Service more commercial freedom is consistent 
with the 1970 Act that created the Postal Service and instructed it to operate in a businesslike 
fashion. It is difficult to fulfill such a mandate when fundamental business decisions such as 
pricing, service offerings, and service levels, are constrained by oversight of its monopolies. 

Economists have often under-estimated the degree of innovation that is likely to occur when an 
industry is liberalized. For example, when airlines were deregulated, many experts were 
surprised by innovations such as the hub-and-spoke system, and by the development of aircraft 
that vary greatly in size and type, and are tailored to the route. This suggests that, after 
liberalization, the postal sector is also likely to adopt impressive innovations to better meet 
demand with its existing assets, and that such innovations are difficult to predict ex ante. 

Corporatization versus Privatization 

In addition to revenue-side liberalization, changes in the Postal Service's organizational 
structure are necessary to improve governance, to attract the managerial talent, experience, 
and the focused incentives that are critical for its fiscal sustainability. The first step is 
corporatization, which is distinct from privatization. Corporatization refers to subjecting the 
Postal Service to the usual set of corporate laws and norms associated with a modern, large, 
commercial entity. It includes the establishment of a professional, experienced board of 
directors with explicit fiduciary duties to the government shareholder, as well as executive 
compensation linked to clear performance standards, among other standard business 
structures. Importantly, it also includes the legal creation (but not the sale) of ownership shares 
in the firm. All shares are initially held by a single government shareholder, such as the U.S. 
Treasury. 

By better focusing the Postal Service's goals, this step would improve firm governance. This 
initial governance step is a straightforward extension of the 1970 Act in that it provides the 
necessary legal framework to allow the Postal Service to become more businesslike, and to take 
better advantage of market opportunities as they appear in this dynamic sector. An improved 
legal framework, board structure, and organizational focus would also help the Postal Service to 
attract managerial talent with experience in a changing delivery sector. Managers could be 
drawn from overseas where other countries have many years of experience with a postal 
liberalization. Moreover, it would help create the focused incentives necessary to compete in 
today's increasingly competitive delivery marketplace. 

Although they are distinct, corporatization and privatization are related. Privatization refers to 
the actual offering of ownership shares to the public once they are legally created. That is, the 
Treasury would divest itself of its ownership shares, typically overtime in tranches. The first 
sale of shares would constitute an "initial public offering" of Postal Service ownership shares. 
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There are large, often underappreciated, social benefits associated with such a step. First, the 
Postal Service would receive an influx of much-needed capital that would allow it to undertake 
innovative, but inherently risky, new approaches in the postal and delivery sector. The burden 
of providing the capital necessary for such innovation thus would not come from taxpayers, but 
instead from private investors. 

Second, the risks inherent in moving from the current fiscal crisis to creating a vibrant, 
profitable, sustainable postal sector would be borne by investors rather than by taxpayers. In 
addib'on to providing capital, private investors offer the service of bearing the lion's share of 
the risks inherent in developing a sustainable postal sector in the United States. As in the 
provision of any service, investors do not provide risk-bearing services for free. They instead 
place their capital at risk only when they are reasonably assured of earning a return on that 
investment commensurate with the risks they expect to assume. 

Third, allowing ownership shares to trade further improves firm governance. Tradability 
generates a stock price, which provides a clear, transparent, constantly updated signal 
regarding the quality of managerial performance. This helps improve governance because 
performance is more easily observable. The existence of a stock price also allows the board to 
tie managerial incentives directly to performance through such compensation methods as stock 
options, restricted stock, and bonuses linked to stock price movements relative to some 
benchmark, among other governance mechanisms. 

Because of these and a range of other social benefits associated with tradable ownership 
shares, the most appropriate organizational structure for a large commercial entity such as the 
Postal Service is likely to be a publicly traded company. This stems from the large capital needs 
and inherent risks associated with operating an innovative delivery business. 

It is important to note that the above reforms are compatible with ensuring universal delivery 
service. Indeed, it is likely that the Postal Service's current structure may be hindering its ability 
to ensure universal service, as the recent plan to reduce Saturday delivery service suggests. 
Although a complete discussion is outside of the scope of this testimony, postal liberalization 
can in fact facilitate universal service through a route-bidding approach.^ This approach allows 
several firms to compete for the right to provide service on a particular route. If the route is 
money losing, then firms can compete on the basis of the lowest acceptable subsidy required to 
provide universal service. Rather than a radical departure from current policy, this represents 
an extension of current practice under with the Postal Service contracts with private firms to 
deliver mail on some sparsely populated routes. 


^ I have outtined this approach elsewhere. 
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International Experience 

The United States now lags behind almost every other developed country in postal 
liberalization. All 27 members of the European Union have eliminated their postal monopolies. 
New Zealand repealed its delivery monopoly in 1998. Sweden repealed in 2003. Germany and 
the Netherlands repealed in 2007 and 2009, respectively. The threat of competition associated 
with monopoly repeal has helped postal services in those countries to become more efficient, 
more effecb've enterprises. 

Other countries are also far ahead on organizational reforms. Germany's post -- now Deutsche 
Post DHL -- was privabzed in 2005 and has become a major player in the global delivery and 
logistics business. It reformed its compensation structure, brought in managers from other 
sectors, and modernized its delivery network. It operates in 220 countries and is now the 
world's largest courier company. 

The UK post -- Royal Mail -- will be privatized later this year. One hundred percent of the 
formerly government-owned post in the Netherlands is now privately owned. New Zealand Post 
was corporab'zed in 1987, while all government subsidies were eliminated in 1988. New 
Zealand Post has become a successful, innovative global company focusing on parcel delivery, 
logistics and other businesses. 

Summary and Conclusions 

Recent, rapid declines in the Postal Service's core function of delivering first-class letters have 
conb'nued to occur despite a recovering economy. This suggests that increasing use of 
electronic substitutes for physical mail, such as phone calls, faxes, e-mails, and text messaging, 
are eating away at the demand for first-class mail, the Service’s core and most profitable 
offering. This has also reduced revenue from first-class mail. Given its relabvely high cost 
structure, it is unsurprising that the Postal Service is in the midst of a major financial crisis. 

Unlike other industries that have faced threats from new technologies over the past century, 
the experience from other countries suggests that the postal sector in the United States can 
become a vital, innovative, and sustainable part of the economy. For this to occur, however, it 
is imperative that the U.S. postal sector be liberated from its government-owned, monopoly 
structure. Rather than represenbng a sharp departure from the past, such reforms are a logical 
extension of the changes contained in the 1970 Postal Reorganization Act that created the 
Postal Service. 

The U.S. Postal Service has an enormously valuable asset in its universal delivery network that 
has been constructed over decades. That asset deserves to be managed as effectively as 
possible. The reforms outlined above wili ensure that the Postal Service remains a sustainable, 
vigorous institubon for decades to come. 
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Figure 1. First-Class Mail Volume 

First-Class Mall Volume Since 1926 
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Figure 2: Operating Cost per Piece of Mail 


Real Operating Cost per Piece of Mail 
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U.S. Senate Committee on Homeland Security and Government Affairs 
“Solutions to the Crisis Facing the U.S. Postal Service" 
February 13, 2013 

Written Statement of: 

Hamilton Davison, President & Executive Director, 

American Catalog Mailers Association 


The US Postal Service is at the hub of a trillion-dollar mailing Industry that employs 8 
million Americans. Restoring it to financial stability is vital to protecting these jobs and 
the nearly 10% of GDP it generates. Although overall demand for hard copy mail has 
declined, its importance in American society and for American business remains 
enormous. While the USPS must downsize, the need for hard copy delivery is not going 
away. 

Take catalogs, for example. Catalogs have taken on a new and exciting role in the ever- 
evolving digital world. Without mailed catalogs to prompt and remind consumers to shop, 
e-commerce revenue would plunge, undermining a vibrant sector of the economy. A 
sizable number of catalog mailers would not survive without a cost-effective, functioning 
postal system. 

For more than two centuries, catalogs mailed into the home and office have been a 
valued and important part of the fabric of American life. We would respectfully ask that 
the attached monograph’ describing the vitality of catalogs and their part in American 
society and culture be incorporated into the record. 

It is clear the current trajectory of the Postal Service is unsustainable. A significant 
amount of declining mail volume can be attributed to uncertainty resulting ffoth the 
USPS’s financial crisis. We urge Congress to pass legislation that restores confidenbe to 
an essential component of America’s infrastructure. Your leadership to see that these 
issues are addressed now can save even more pain and suffering later. Time is of the 
essence. To let this lag on to the Postal Service's near-breaking point later this year 
could prove catastrophic. 

Last year, the USPS initiated a major restructuring to its delivery, processing and retail 
operations in a credible plan to remove $22 billion by 2016. Postal management has 
already reduced its workforce in the last decade by nearly 25% (largely through attrition) 
and has taken some $15 billion in costs out of the system. But more must be done. 

Nobody wants mail service to be cut back to five days, for post offices to be closed 
down, or processing facilities to be scaled back. However, it is the reality today. The 
Postal Service needs the legislative support to remove excess capacity free from 
excessive political interference. 

Much of the remaining work requires your action and support. We appreciate this 
Committee’s continued effort in this important area. Initiated in the 112”' Congress, you 
and your predecessors set the foundation. It is time to pass an effective reform law 


’ https://www.memberize.nel/clubDortal/ciubdocs/2129/Social Benefits of Cataiooina Updated Aprit 2011.pdf 
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giving the Postal Service the means to lower costs to properly size itself for 21®’ Century 
America, Today's consumers' and business people's postal needs are considerably 
different, yet they still long for a healthy, efficient postal system. 

American Catalog Mailers Association (ACMA) implores Congress to pick up where it left 
off last year. There have been many studies documenting a variety of overcharges or 
unnecessarily accelerated funding in retirement programs (CSRS, RHBF, FERS). These 
legacy costs obscure the continuing work of the USPS to lower its cost base. They 
clearly require a legislative remedy. A passable bill that provides much needed 
adjustments so the system can continue to be self-funding by postal patrons and not be 
a burden to U.S. taxpayers is in order. 

Specifically, at a minimum, we request the following be resolved: 

1 . Retiree Health Benefit funding must be termed out over a longer period and 
adjusted for the reduction in headcount. 

2. The $1 1 billion in FERS overpayments must be returned to the USPS to use to 
pay down debt. 

3. Congress should support, not stymie, facility and office closures even when they 
occur in our local districts. 

4. Workers Compensation abuses should be ended. 

5. Congress should not block the move to five-day delivery. 

6. Congress should refrain from micromanaging postal service operations or 
requiring unfunded mandates. 

7. Business mailers should not be asked to pay for the excess costs of the system. 

Increasing prices is not the answer, USPS losses are clearly driven by excess costs. As 
they have increased at four times the rate of inflation and two times the rate of Factor 
Prices (or cost inputs), we do not believe reported costs for flat shaped mail are 
accurate.^ Even modest increases in postal rates will drive further volume from the mail. 
Under no circumstances can we support any legislation that includes rate increases for 
any mailer. 

The American Catalog Mailers Association appreciates the opportunity to offer 
comments. Catalog mailers are highly dependent on a cost efficient postal system. 
ACMA continues to support positive change at the USPS and urges your action to insure 
a strong, efficient system for generations of future Americans. 


^ ACMA has detailed these issues in unrebutted testimony to the Postal Regulatory 
Commission that explains various problems with the traditional postal cost accounting approach 
in a system replete with excess capacity. See, among others, ACMA Comments and Reply 
Comments in Docket No. ACR201 1 (February 3 and 17, 2012), Comments in Docket No, R2013- 
1 (November 1, 2012), and Comments and Reply Comments in Docket No. ACR2012 (February 
1 and 15, 2013). 
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AMERICAN CATAIOG 
MAHERS ASSOCIATION 




The American Catalog Experience: 

Catalog Marketing’s Social 
Importance to American 
Consumers cS Culture 


Catalogs Bring A Variety of Good to Americans 


Overview 

The catalog industry has a wide-sweeping impact on American culture, well beyond the 

economic benefits of employing millions of people, paying millions in federal, state and local 

taxes, and conserving energy and natural resources. The American catalog experience has 

significant and important social benefits to American culture and consumers. 

Catalogs are Good for American Consumers and Our Quality of Life 

• Catalog shopping is convenient and available 24/7/365 from one location accessed by 
mail, telephone or online. Oil consumption, traffic congestion, and parking are not 
factors, 

• Catalog shopping is unconstrained by geography, thus eliminating physical and distance 
boundaries. Catalogs put a world of products in the hands of Americans. 

• Catalogs allow instant service whenever and wherever people wish to shop. They are 
accessed anywhere, home or business. 

• Catalogs define "universal access” for merchandise and commerce. 

• Catalog shoppers consistently report it is easier to get detailed product knowlege and 
excellent customer service over the phone than elsewhere (or even to find a sales 
associate). There is usually no or little waiting time to get help. 

• Catalogs fight the homogenization of products driven by retail consolidation (“the Wal- 
Mart-ization of America”). Retail economics force aggressive rationalization of 
merchandise assortment. If retailers do not sell a high number of pieces per individual 
store, they cannot exist. If catalogers, who usually offer a much broader assortment, do 
not sell a high number of pieces nationwide, they cannot exist. Retail and catalog are 
different business models and both are important for the growth of the American 
economy. 

• Catalogs create an easy way to comparison shop without necessitating multiple trips to 
different stores. 

• Catalogs make sending a birthday, holiday or special occasion present to anyone, 
anywhere a convenient pleasure, helping Americans stay connected in an increasingly 
mobile society. 

• Catalogs allow people to shop for potentially embarrassing products in the privacy of 
their own home without worrying about being out in public — for instance, a cancer 
patient buying a wig, or consumers buying unusual or plus-sized clothing in the privacy 
of their home rather than in public at stores. Personal hygiene, medical and disability- 
related products are frequently purchased from catalogs for enhanced privacy. 

• Some of the specialty products sold by catalogs includes diabetes-related products, 
organic products, business productivity tools, pharmaceuticals, and other specialized 
goods for which a ready retail market might not otherwise exist. 

• Catalogs contribute to the quality of life by providing a convenient, fun, compelling 
leisure time experience. Recreational shopping is an important pastime for many 
Americans. 
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• Catalogs remain part of a shared experience in America that remains relevant, human 
and enjoyable in the increasingly impersonal age of ecommerce and electronic media. 

• Catalogs form part of our collective experience. Who doesn’t remember the childhood 
pleasure of paging through the often-remembered Sears Wishbook catalog? 

Catalogs are Good for the Environment 

• Catalogs may be America’s biggest carpool. 

• Catalogs have a low carbon footprint and are becoming more environmentally friendly 
every year. Yes, catalogs use paper, but the modern advances in forestry management 
have made trees a sustainable crop. In fact, there are more trees in North America today 
than there were at the time of Columbus’s voyage. Plus, advances in the recycling of 
paper continue to develop and it takes 60% less water and energy to make recycled 
paper than to break lignin into virgin fiber. Please see www.cataloamailers.orq for more 
information on ((Catalogs and the Environments, 

• Catalogs make the phone ring, a nearly environmentally neutral communications method 
in a society increasingly aware about ways to cut our carbon footprint, 

• With very few exceptions, catalog companies demonstrate responsible mailing practices, 
honoring consumer demands concerning mailing frequency, contact methods, and 
individual consumer needs and wishes. Catalogers are, by the precise and stringent 
economics of cataloging, self-regulating, and cannot afford to do othen/vise. 

Catalogs are Good for the Economy 

• Catalogs stimulate consumer demand, both for direct and retail, fuelling the largest 
engine of economic activity we have. 

• Catalogs are highly targeted and merchandised to meet specific consumer interests and 
needs, thus representing an effective and efficient marketing channel to maintain and 
strengthen American competitiveness. 

• Catalog brands have a long-term relationship with Americans that is part of the Shared 
American experience. The ability to come back to trusted brands and companies tor thS 
things we need, knowing the consistency and helpfulness we will find as consumers can 
be relied upon again and again. This is a high ideal of American commerce. 

• The robust American catalog shopping expereince allows tor a shift in power from the 
retailer to the consumer, 

• Catalogs are mailed predominately to willing customers who may have a pre-existing 
relationship with retailers, or to those consumers who have requested a catalog from a 
company they are interested in shopping with, or to other “opted-in” consumers who 
have expressed interest in receiving marketing information or specific offers. 

• Catalogs help small businesses succeed. 

Catalogs Encourage Small Business 

• Catalogs allow many small businesses to quickly and efficiently access specialized 
products that keep them competitive despite their niche focus, small scale or remote 
location, 

• Catalogs efficiently and effectively serve niche avocations and vocations, serving 
Americans and allowing these businesses to be productive at a lower cost of operations. 
They help “level the playing field” with larger companies that have more extensive 
sourcing operations. 

• Catalogs provide an important distribution option for small- and medium-sized 
manufacturers, importers, wholesalers, inventors and designers, all of whom do not have 
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the scale, sophistication or capital to sell their products to the “Big Box” retail giants, 
which demand prices that are impossible to meet. 

• Catalogs provide a national market test for new products and the discovery of small 
niche market opportunities that would otherwise require large budgets and sophisticated 
deployment. This creates greater innovation and broader consumer solutions than would 
be possible otherwise. For example, the electronic thermometer, which is now a 
standard for families with newborns, was developed in exactly this manner. 

• Catalogs provide a national audience for small companies and start-up operations, 
helping keep small business as the largest creator of Jobs in our economy. 

Catalogs are Good for Disadvantaged and Rural Americans 

• Catalogs can be the only alternative for shut-ins, infrimed, handicapped, elderly or those 
with limited mobility. 

• Catalogs provide viable shopping venues for rural citizens who live too far from stores. 

• Catalogs provide the older population with well-being benefits. The regular contact with 
letter carriers and delivery service providers who deliver packages to the home reduce 
the sense of isolation and provide beneficial human contact and a “safety-net,” helping 
seniors stay connected to the community and creating a sense of normalcy so critical to 
well-being and mental health. 

• Catalogs enable people to lend a helping hand to those they do not know, including the 
poor, destitute or imperiled throughout the world (consider, for example. Heifer 
International, CARE, NWF or other nonprofits that have catalog businesses). 

• Catalog companies do not have to be located in urban centers and can instead create 
quality jobs for rural America. High-employment catalog companies are found in 
locations such as Freeport, Maine; Dodgeville, Wisconsin; Dyersville, Iowa; and many 
other remote locations. 

Catalogs. Their History, and Their Role in American Commerce 

• Interstate commerce developed because of catalogs. 

• Rural free delivery was spurred on by catalogs. 

• Parcel Post developed the required scale due to catalog shipments. 

• Early catalog brands were among the first to have a national identity. 

• More than half of America shops via catalogs. 

• Catalogs allow marketers to have a national footprint without being a mass merchant, 
having helped develop the idea that we can have national brands without the 
requirement to open stores in every state. 

• Baby Boomers buy more from catalogs — per capita — than any other generation. 

• Catalog use increases with the age of the consumer, particularly pertinent in “the graying 
of America." 

• Catalogs provide important content to keep mail relevant and welcome in the household. 

• Cataloging did $270 billion in sales in 2006 and supported more than 20,000 different 
firms, as well as thousands of supplier companies and service vendors. 

• Cataloging economics fundamentally changed in 2007 and have spurred industrywide 
experimentation to reduce mail volumes, down 35% two short years later. That’s a figure 
that will likely continue to grow once catalogers perfect non-mail marketing techniques. 
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Catalogs and the Internet 

• As a whole, catalogers were pioneers in the use of the Internet for the sale of products 
and services to consumers and businesses. 

• By in large, catalogers receive about half their orders online depending on the product 
category and demographic they serve — yet the paper catalog is responsible for 
generating more than half a company's online sales (some companies report it is 
upwards of 90%). The symbiotic relationship between the paper catalog and online 
technology yields greater convenience for everyone from single, working moms to full 
families, to the elderly, to the physically handicapped, further driving social and 
environmental benefits, time and efficiency. 

• Catalogs are also drivers of retail traffic, promoting commerce, jobs, and convenience for 
brick and mortar retailers, 

• With rare exception, every cataloger has sophisticated e-commerce deployment, making 
full use of all established and most emerging, technologies, 

• Catalogers largely do not distinguish between mail and Internet as business objectives. 
They see it as being about communicating with people in the way they want to be 
reached via media consumers already use. It is also about using the most efficient and 
desirable means possible to stay in touch with customers. The combination of the 
catalog plus the Internet creates a very powerful marketing and distribution system that 
impacts and improves lives, 

• Catalogs establish brands then extend those brands’ reach to the Internet, offering 
Americans hard-to-find products at value-based pricing, 

• Catalogs help consumers feel confident about online purchases. Catalog merchants 
have a long and protected tradition of honoring their commitments as responsible, 
customer-oriented, integrity-driven businesses. 

• Catalogs prompt people to tell others through social media (i.e., blogs, Twitter and 
Facebook) about the products that inspire. This “viral” effect of community and 
commerce has multiplicative financial and emotional benefits. It also increases 
consumer satisfaction and marketer responsiveness by providing a ready forum for 
customer comments, reviews and feedback. 

• Catalogs provide an alternative transactional method for those Americans concerned 
about online privacy or transactional safety. 

• Catalogs still have the highest order response of any vehicle available to direct 
marketing. Consumers "vote with their feet.” This indicates that a great deal of value is 
put on the receipt of a catalog that creates a residual benefit for both online commerce 
and the American economy. 


Conclusion 

Since the mid-1990s, many experts have predicted the extinction of the printed catalog. 
However, until the double-whammy of the huge postage increase of 2007 and the Great 
Recession of 2008-2009, catalogs in America continued to thrive, aided and enhanced by 
the maturation of Internet marketing. As both the general economy and postal rates settle 
down, it will be proven that “rumors of catalogs’ demise” continue to be over-stated. 

With catalogers’ continuously responsive use of recycled paper and tree replanting, as well 
as their close attention to self-regulation, this responsible industry is primed for greater 
growth going fonward. 


Last revised: April 7, 2011 
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American 
Forest & Paper 
Association 

American Forest & Paper Association 
Donna Harman, President & CEO 
Statement Submitted for the Record 
Senate Committee on Homeland Security and Governmental Affairs 
Solutions to the Crisis Facing the U.S. Postai Service 
February 13, 2013 

The American Forest & Paper Association, Inc. (AF&PA) is pleased to submit this written 
statement to the Senate Committee on Homeland Security and Governmental Affairs 
concerning the financial crisis facing the Postal Service and possible solutions. 

AF&PA serves to advance a sustainable U.S. pulp, paper, packaging, and vyood products 
manufacturing industry through fact-based public policy and marketplace advocacy. 
AF&PA member companies make products essential for everyday life from renewable 
and recyclable resources and are committed to continuous improvement through the 
industry’s sustainability initiative - Better Practices. Better Planet 2020 . The forest 
products industry accounts for approximately 4.5 percent of the total U.S. manufacturing 
GDP, manufactures approximately $190 billion in products annually, and employs nearly 
900,000 men and women. The industry meets a payroll of approximately $50 billion 
annually and is among the top 10 manufacturing sector employers in 47 states; 

The U.S. Postal Service (USPS) is the essential component of a $1 trillion mailing 
industry that employed 8.4 million Americans in large and small business enterpfisfeS as 
diverse as advertising, printing, paper manufacturing, publishing, and financial servicSs 
during 201 1 . Approximately one-third, or $6 billion of consumer demand for printing and 
writing paper is delivered through the mail system. 

With financial losses of $15.9 billion in fiscal 2012, the Postal Service is facing 
unprecedented challenges to adapt to the evolving nature of how people communicate 
and conduct business. AF&PA recognizes that the highly mobile and internet-enabled 
economy has forever changed the dynamics of volume, mix, and cost to deliver mail, but 
with losses accumulating at the rate of $25 million per day. Congress must act to pass 
much needed postal reform legislation to restore financial stability to the Postal Service. 
We support legislative measures that will help the USPS achieve long-term viability by 
realigning its outdated cost structure, encouraging new revenue sources, and leveraging 
its unique infrastructure to meet future customer needs. 

Urgent Need for Coordination 

Successful resolution of the postal financial crisis will require Congress, USPS 
leadership, and regulatory authorities to work together to enable the Postal Service to 
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operate within the new market realities. Changes in service standards, network and 
processing infrastructure, reduction and integration of postal office services into a more 
effective business footprint, new revenue opportunities, and changes in labor cost 
structure must all be considered as Congress works to find a solution. Uncertainty about 
the reliability of the Postal Service and cost to transact business through the mail, or 
stopgap measures that are not a part of a coordinated plan must be eliminated as soon 
as possible to prevent mail volume and revenue losses from accelerating even faster. 

We support legislative measures that will enable the Postal Service to become financially 
self-sufficient and compete in today’s business environment. Essential to long-term 
financial viability will be the elimination of statutory constraints and impediments to 
lowering labor costs, and the authority to realign the Postal Service infrastructure to 
match current and expected mail volume. That authority should be granted so that 
changes can be made quickly and transparently, with objectives that balance both the 
needs to reduce costs and preserve (and grow) mail volume. 

Potential Postal Reform Solutions 

AF&PA supports postal reform initiatives that take into account the following: 

• Recognition that USPS is a critical supply chain partner in the mail economy that 
must right-size its processing and delivery capacity with current and expected 
demand. Labor and facility capacity must change with the evolving realities of 
communications and business transactions. The paper industry has faced the 
same capacity realities and has reduced and optimized production as the Postal 
Service must do. 

• Employee costs, benefits, and future obligations must be brought in-line with 
market competition. The handcuffs and unreasonable burdens of the current 
statutory requirements must be changed so that the USPS can have a chanCe to 
be competitive with private sector business. Reamortization of payments for 
prefunding retiree health benefits, and returning to USPS its overpayments to the 
Federal Employees Retirement System (FERS) should be part of the solution. 

• Potential service level reductions must realistically weigh cost savings against 
accelerated decline in volume. Regularity and reliability is the central value 
proposition of the U.S. Postal Service. The Postal Service’s recent decision to 
eliminate six-day mail delivery is a short-sighted solution with questionable 
financial savings and will only drive volume out of the system, stripping both the 
USPS and businesses that depend on the mailing industry of potential revenues. 
The greatest contributor to the record $15.9 billion USPS losses in 2012 was not 
the cost of Saturday delivery but the $11.1 billion in unrealistic benefit obligations. 
Reduction of service puts mailing industry jobs at risk and eliminates the Postal 
Service’s opportunities to leverage its network to find new revenue growth. 

Given the magnitude of the USPS financial deficit, higher value cost savings 
options with less demand risk should be considered before reductions in service 
frequency. 
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• LISPS must create pricing models that will enable mail as a cost competitive 
option for business communications. Rate stability and predictability is essential 
for business to “stay in the mail” and USPS must recognize, as has our industry, 
that raising prices to address declining demand is not a successful strategy. 

• USPS must collaborate with business to preserve mail volume and drive new 
revenue. Just as our industry has used innovation to find new markets and 
applications for our products, so must the Postal Service be allowed to seek new 
avenues to replace the lost revenue of declining mail volume. The business 
community can offer valuable insight into best practices in seeking new markets. 

AF&PA recognizes the continuous need for Postal Service leadership to take steps to 
avoid slipping deeper into default, but the USPS is limited in its authority to make the 
necessary changes to reverse its unsustainable business model. The need is urgent for 
Congress to work together to pass postal reform legislation that will avert insolvency of 
the Postal Service and create a broader platform for a coordinated set of solutions. 

AF&PA supported S.1789, the bi-partisan Senate postal reform bill in the 112"' Congress. It 
was not a perfect bill, but was a necessary step towards ensuring the financial viability and 
affordability of the postal system on which we all depend. We look forward to working 
closely with the 1 1 3’" Congress and USPS leadership to identify and support initiatives 
that achieve the same goals. 

Thank you. 
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C O A I . I T I O M FOR A 

2 I s t C F, M T U R Y 
POSTAL SERVICE 


The Honorable Tom Carper 
Chairman 

Committee on Homeland Security and 
Governmental Affairs 
United States Senate 
Washington, DC 20210 


The Hon. Tom Coburn 
Ranking Member 

Committee on Homeland Security and 
Governmental Affairs 
United States Senate 
Washington, DC 20210 


Dear Mr. Chairman and Ranking Member Coburn: 

With the Postal Service's continuing to teeter on the knife's edge of illiquidity, steps 
to restore financial stability remain very urgent. Swift action by Congress is essential. 

That is why the Coalition for a 2 1'* Century Postal Service (C2 1] is gratified that you are 
committed to working together and with your colleagues to build quickly on the substantial 
progress made toward a postal reform package in the last Congress. 

C2 1 broadly represents an industry collectively valued at more than $1 trillion, 
representing some 7% of GDP, and employing nearly 8 million private sector workers. 

C21's corporate and trade association members include paper manufacturers, printers, 
technology suppliers, advertisers, catalogers, magazines, newspapers, greeting card 
publishers, financial houses and other major transactional mailers, prescription and e- 
commerce sales fulfillment, parcel shippers and more. We have attached, for convenience, 
a current list of our members and a break-out by state of postal-dependent jobs. We 
appreciate the opportunity to submit these comments for the record of the February 13/ 
2013, hearing. 


C21's preference would be for a comprehensive postal reform package. However, 
we believe that, in order to offer effective support to USPS, any legislation must address the 
following elements: 


• Reamortization of Payments for Prefunding Retiree Health Benefits . Ensuring 
retiree health is not an unfunded liability is financially sound. But the current ten- 
year amortization results in unaffordable $5.5 billion annual payments, on which 
USPS has already defaulted twice, and is likely to continue to do so. Extended 
amortization guarantees full pre-funding at much lower annual payments. The forty 
years proposed last year in S. 1789 would accomplish the foregoing goals 

• Return to USPS Overpayments to the Federal Employees Retirement System fFERSI. 
Depending upon the calculation, USPS has overpaid into FERS by $2.5 to 12.5 billion. 
Since USPS is funded by postage— not taxes — business mail users who account for 
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some 90% of postal revenues, have been overcharged. Returned funds can be used 
as incentives for early retirement, debt reduction and more. 

• Assuring U.SPS the Authority to Streamline its Service . Mai! volume has declined 
25% since its peak year in 2006. The associated revenue drop has vastly outpaced 
strenuous USPS actions to cut costs. USPS must reconfigure its system to the size of 
today’s, and tomorrow's, business. This decline is unlikely to be substantially 
reversed, although further losses may be slowed. Without reconfiguring, the cost 
overhang will drive even more mail from the system. 

USPS has a plan in place to consolidate and close processing facilities, and reduce 
post office costs without widespread closings. The former has been implemented, 
and continues to be implemented without disruption, and the latter has been well- 
received around the country. Therefore, USPS has earned, in our view, the 
opportunity to continue to rightsize without additional inhibitions, but with the 
customary strong oversight of this Committee, 

• USPS Healthcare Reform Proposal . The Postal Service has proposed to apply a 
healthcare plan for its employees and retirees as a single payer. USPS estimates 
savings in the range of $7 billion annually, which would include eliminating the need 
for prefunding, thereby resolving that annual $5.5. billion payment. C21 
recommends a close look by the Committee, with expert advice, of this proposal. If 
the numbers prove to be accurate, we would endorse it and encourage its adoption 
into any reform legislation. 

• "Underwater" Rates . Before addressing rates for periodicals and catalogs, further 
study of their immediate costs, along with opportunities for the Postal Sendee to 
reduce those costs, is necessary. This issue appears to be directly related to the 
costs of excess capacity, and therefore it is appropriate to defer considering reforms in 
this area until network consolidation is completed. Further, this mail generates 
significant additional mail volume as well as adds to the overall value of the mail. Its 
net contribution to the system is positive. C21 supports the compromises on 
periodicals and catalogs reached in the bills last year. 

We also wish to comment on three other matters that will, or could become, part of the 
legislative discussion on stabilizing USPS: 

• Saturday Delivery . C21 is neutral on this issue; a number of our members are 
willing to adjust to five days of delivery, but the sixth day is indispensable to the 
business plans of others. USPS suggests that its revised plan will save $2 
billion/year. The Postal Regulatory Commission and others have differed with USPS 
on past estimates of Saturday savings. The Coalition strongly supports GAO review 
of the savings in the interest of accuracy for all concerned. Notwithstanding our 
neutrality, without very substantial savings, we believe there would be insufficient 
justification to erode a key competitive advantage. 
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• General Rate Increases . Some say part or all of the solution to USPS’ financial 
challenges would be simply to charge those who use the system more, or even much 
more. This view unfortunately resists business reality. Postage is not a tax; you 
cannot make anyone mail. With ready and effective alternatives to the postal 
system, starting with the Internet, higher prices will push considerably more 
business away, worsening the problem rather than improving it, and costing many 
more jobs. 

• Innovation . C21 supports measured expansion of USPS’ flexibility to innovate. For 
postal products and government services, we encourage as broad creativity as 
possible. We also support the sale of appropriate advertising on postal vehicles and 
at postal facilities, and the delivery of wine and beer, consistent with applicable 
state law on distribution of those beverages. For non-postal products, however, we 
urge great caution, as there is a significant possibility of unfair competition with the 
private sector. 

C21 very much looks forward to working once again with you and your staffs to develop 
effective legislation. We appreciate your leadership on this matter and, again, encourage all 
deliberate speed. 

Thank you for considering our views. 


Respectfully submitted, 



Benjamin Y. Cooper Arthur B. Sackler 

Co-Manager Co-Manager 
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Alabama 

112,463 

Illinois 

380,439 

Montana 

26,879 

Rhode Island 

32,027 

Alaska 

21,864 

Indiana 

170,731 

Nebraska 

56,239 

South Carolina 

98,838 

Arizona 

136,987 

Iowa 

92,980 

Nevada 

60,161 

South Dakota 

32,467 

Arkansas 

66,884 

Kansas 

84,957 

New Hampshire 

63,689 

Tennessee 

226,075 

California 

966,901 

Kentucky 

114,212 

New Jersey 

265,193 

Texas 

551 ,988 

Colorado 

134,926 

Louisiana 

93,218 

New Mexico 

84,825 

Utah 

68,904 

Connecticut 

117,319 

Maine 

49,060 

New York 

539,539 

Vermont 

36,140 

Delaware 

26,201 

Maryland 

175,052 

North Carolina 

211,707 

Virginia 

226,743 

Dist. of Columbia 

71 ,359 

Massachusetts 

21 7,080 

North Dakota 

43,168 

Washington 

157,442 

Florida 

480,104 

Michigan 

266,223 

Ohio 

343,200 

West Virginia 

48,425 

Georgia 

229,191 

Minnesota 

171,077 

Oklahoma 

84,154 

Wisconsin 

180,238 

Hawaii 

34,760 

Mississippi 

73,883 

Oregon 

121,763 

Wyoming 

15,660 

Idaho 

62,923 

Missouri 

165,343 

Pennsylvania 

338,152 




Grand Total: 8,429,751 Mailing Industry Jobs 
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Testimony of 
Fredric V. Rolando 

President, National Association of Letter Carriers 
to a hearing titled “Solutions to the Crisis Facing the U.S. Postal Service” by the 
Senate Committee on Homeland Security and Governmental Affairs 
February 13, 2013 


I. Introduction 

I am Fred Rolando and I serve as the President of the National Association of Letter 
Carriers (NALC), a union that represents nearly 190,000 City Letter Carriers who live and work 
in every state and jurisdiction of the United States. I regret very much that the HSGAC 
Committee could not accommodate my request to testify in person on February 13, 2013, 
though I appreciate and readily acknowledge that the Committee invited me to testify on the 
originally scheduled date of February 6, 2013 - a date on which I was scheduled to be out of 
town for a national leadership conference. I therefore submit this testimony in writing on behalf 
of the 265,000 active and retired letter carriers who have voluntarily joined our union, including 
more than 90 percent of all active City Letter Carriers. 

Letter carriers are rightly proud of the value we deliver to the American economy every day. 
The Postal Service offers excellent services at the most affordable rates in the world. Postage 
rates in the United States are 50-100 percent less than they are in Europe, even though we 
serve a geographical area that is much larger than any served by any European Union postal 
operator. And the quality of our service is rated among the best in the world. Indeed, a 2012 
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study of postal services in the G'20 group of nations by Oxford Strategic Consulting of the U.K. 
concluded that the LISPS is the best postal service among the world’s wealthiest countries (see 
Attachment 1 for the Executive Summary of the report). 


Although mail volume is declining, and alternative forms Of communication are taking the 

place of mail, the Postal Service remains a vital component of this country’s economic and 

communications infrastructure. In the last fiscal year, LISPS still handled 160 billion pieces of 

mail. Almost one half of all bills are still paid by mail. The majority of bills and statements 

received by households are still delivered by mail. Trillions of dollars move through the postal 

system every year. The Postal Service, despite its losses, generates annual revenue in excess 

of $65 billion. The mailing industry employs 8 million Americans. In September, 2011, 

Postmaster General Donahoe accurately described the importance of the Postal Service to the 

overall economy in testimony before this Senate committee: 

The importance of a healthy and thriving Postal Service cannot be overstated. The 
mailing industry, of which the Postal Service is only one component, depends on the 
continued evolution, growth and development of our organization. Over 8 million 
Americans are employed by thousands of companies and businesses which are deeply 
invested in the mail. The mailing industry, with the Postal Service at its core, is a major 
driver of the nation's economic engine — generating over $1 trillion each year. Our 
collective actions — particularly those of the Postal Service and Congress — to secure the 
future of the nation's postal system will directly affect a significant portion of the 
American economy. The mailing industry makes up approximately seven percent of the 
country’s Gross Domestic Product (GDP), Failure to act could be catastrophic. 

Although we very much oppose the direction the Postmaster General is leading the Postal 

Service, we do agree with him on this. Now is the time for Congress to act to preserve 

America's great Postal Service. 


II. Origins of the Crisis 


The crisis facing the Postal Service is now in its sixth year. Although there are serious 
underlying factors driving the postal crisis, the scale and severity of this crisis is largely due to 
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past actions taken by Congress. In 2006, the Congress passed and President George Bush 
signed the Postal Accountability and Enhancement Act (PAEA) of 2006. That legislation 
mandated a massive level of pre-funding of future retiree health benefits with a schedule of 
annual payments totaling $59 billion over the next 10 years with additional pre-funding 
thereafter to be amortized over 40 years initially, and eventually over 1 5 years as the 
amortization period was reduced. (The $59 billion figure was upper end of the estimated 
unfunded liability for such benefits over the next 75+ years - see page 29 of the 2006 USPS 
Annual Report.) The PAEA also placed strict price controls on the postage rates charged for 
magazines, catalogues, and letter mail (so-called market-dominant products). The new law gave 
the Postal Service a one-time-only option to adjust postage rates in 2007 to build the cost of the 
new pre-funding mandate into its prices before the new price index system kicked in (in an 
omnibus rate proceeding before the Postal Regulatory Commission). But the onset of what 
turned out to be the worst recession in 80 years led the USPS to forego that option. So USPS 
costs soared at a time when its revenue plummeted as the economy crashed. 

Though well-intended and enacted at a time when the Postal Service was earning profits, 
the PAEA had a disastrous effect on the Postal Service. In a kind of perfect storm, the agency’s 
finances were devastated by the pre-funding mandate, the price controls and the Great 
Recession that decimated the housing and finance industries which generate so much mail 
volume. On top of all this, surging fuel costs and the loss of First Class Mail to electronic bill- 
paying and internet communication added to the losses. 

In the popular media and, unfortunately in many of the statements issued by members of 
Congress, the fiscal crisis at the Postal Service is often portrayed as a simple story of 
technological change. Although internet diversion is a serious and growing problem, not least 
because the ongoing crisis at the USPS seems to have accelerated the trend, it is not the main 
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driver of USPS losses in recent years. As Table 1 indicates, nearly 80% of the Postal Service's 
$41 billion in reported losses stem from the $32 billion in pre-funding costs since 2007: 

Table 1, 


The Policy Legacy of the 2006 Postal Reform Bill (PAEA) 

Pre-funding Payments to the Postal Serytee Retiree Health Benefit Fund 
(PSRHBF) vs. Reported Net Income 

2007-2012* 

Year 

PSRHBF Exnenses 

($bll) 

Bepgrted Net Income 

(fbii) 

Assets In PSRHBg 

($bll) 

2007 

$6,356 


$25.4 

2006 

$5,600 

-$2J06 

$31.8 

2009» 

$1,400 

-$3,794 

$34.2 

20i0 

$5,500 

•$6.S05 

$40.6 

2011* 

$0,000 

-$5,067 

$415 

2012 

$11.1 

-$15,900 

$45.0 

Totals 

$3I.9SB 

•$41,214 

— 

Prefunding expenses account for nearly 80% of reported USPS losses 

over the past six years since they were first imposed in 2007. 

Note*.' * L«thlx 

on idofned in 2004 roluctd tfie lOSf ff«4und>ig expons froHi tS.4 n> $1 .4 M>«n. t.i(l>lilian adopted in 

201 1 dofemd tha SS.5 bJSoft far Mil wwH Anvu MIX UtfS www wabte to n 

: Saurec; Anru^ of tfvi Gttn«nL3007-20l2. 

B-Lpaj-nKintlniUli. 


In the first quarter of the current fiscal year, the Postal Service earned a profit of $1 00 million, 
but reported a loss of $1 .3 billion after recognizing a $1 .4 billion expense for pre-funding. 
Meanwhile, as other delivery companies were able to raise rates to handle rising gasoline prices 
and other overhead costs, the Postal Service was prohibited from raising rates above the very 
low levels of inflation experienced during the Great Recession - see Table 2; 

Table 2. 


Consumer Price Index: 
CPI-Postage vs. CPI-Private Delivery 



2007 . 

2.5% 

.6,4%. 

2008 

34% 

14.7% 

200S 

4.9% 

•6v2% 


is*. 

14 2% 

2011 

3.9% 

11.^ 

20JZ 

}■»% 

S,3% 

Avg. inc. 

3.5% 

' . . ... 7.7% . 


(Z007^ 

2012) 

s«eee iHaari 


Postage rates for most USPS 
volume were capped at the 
general rate of inflation even 
though the pre-funding 
mandate caused costs to soar. 

Shared sacrifice requires the 
use of a more relevant price 
index: CPI for Delivery 
Services which tracks delivery 
prices in the private sector. 
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The pre-funding mandate, which no other business or governmental agency faces , not only 
crippled the Postal Service's finances, it also led the Postal Service to pursue relentless 
downsizing and service cuts that are driving even more mail volume out of the system. Rather 
than use its borrowing authority to retool to capture new volume in the booming e-commerce 
industry or find new products to offer through its unmatched first-mile and last-mile delivery 
networks, the Postal Service has used it all to cover pre-funding costs. Worse, postal 
management has been hunkered down in crisis mode ever since the mandate took effect, 
devising ever more draconian reductions in sen/ice that threaten to plunge the Service into a 
death spiral - where declining volume begets sen/ice cuts, prompting ever further volume 
losses and new service cuts. 

Over the past few years, the USPS has removed tens of thousands of collection boxes and 
is reducing operating hours in more than 10,000 post offices, weakening its first mile network 
and driving away more business. Now it wants to degrade its last-mile delivery network by 
cutting Saturday delivery in August. Indeed, last week the Postmaster General outrageously 
announced his intention to implement five-day service for mail and six-day service for packages 
even though Congress has mandated six-day delivery of ail mail for some 30 years. That 
mandate remains in current law. The PMG gave us less than 24 hours notice and personally 
told me he plans to go ahead with his plan even if Congress extends the current Continuing 
Resolution. He apparently thinks he’s above the law; and has refused to work with NALC on 
operational, legislative, or customer service matters. The members of the NALC have lost 
confidence in Postmaster General Donahoe - indeed the 7,000 elected delegates of the NALC 
biennial convention in Minneapolis unanimously adopted a “motion of no confidence" in July 
2012. For these reasons, and because we are convinced that the business strategy the 
Postmaster General is following is doomed to failure, we have called for the PMG’s resignation. 
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We respectfully think you should do so too. 

It gives us no pleasure to take this position. But our members and other postal employees 
have made tremendous sacrifioes in recent years to save the Postal Service and those 
sacrifices should not be made in vain. NALC worked cooperatively with the Postal Service 
during the Great Recession to adapt to plunging mail volume. We eliminated more than 12,000 
routes even as we added more than more than three miliioti new delivery points. Over the past 
dozen years, we have boosted city carrier productivity dramatically, increasing average delivery 
addresses per route from 492 in 1999 to 616 in 2012, an increase of more than 25 percent. This 
has meant increasing the physical demands of our jobs by extending the hours we work on the 
streets from four hours to more than six hours a day, in all weather conditions. (Note that once 
the economy stabilized, the Postal Service unilaterally walked away from the joint process we 
used during the recession.) 

In fact, the Postal Service has eliminated more than 193,000 jobs since 2006. And postal 
employees have not just sacrificed jobs - we have also done our part in recent rounds of 
collective bargaining to cut costs in the face of declining volume and revenues. City carriers will 
be paying more for health insurance and new career city carriers will earn 25% less when they 
are hired, and the Postal Service will be able to hire many thousands more non-oareer carriers 
who will make nearly 33% less in wages than current non-career carriers. The other postal 
unions made similar cost-cutting sacrifices. We have done our part to save the LISPS. Now we 
urge Congress to do its part. 


As the Committee deliberates over postal reform, we urge you to reverse or fundamentally 
modify the PAEA’s unintentionally destructive policies on pre-funding and pricing, and to take 
action to prevent the Postal Service from downsizing the Postal Service into a death spiral by 
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saving six-day delivery. Brjt those steps alone will not save the Postal Service. That will reqrjire 
an even more fundamental restructuring of the Postal Service’s governing structure, executive 
management and regulatory environment to allow the Service to compete for e-commerce 
volume and to use its unmatchable networks to offer new services. That is the conclusion 
reached by Lazard Company’s due diligence investigation of the Postal Service commissioned 
by the NALC and conducted in 2012 (see Attachment 2). We hope to advance Lazard's 
recommendations in the legislative process and NALC looks forward to working with Senators in 
both parties to find solutions that will preserve the U.S. Postal Service, one of America’s 
greatest institutions. 

In this testimony, we will offer our views on a full range of policy solutions to the crisis at the 
Postal Service. It is our hope that the Committee will hold additional hearings on crucial topics 
such as reform of the pre-funding mandate, measures to reduce the cost of postal employee 
health benefits, new products and pricing reforms, and the debate over Saturday delivery. 

II. Repeal or Reform the Mandate to Prefund Future Retiree Health Benefits 

It is strange, but true, that the Postal Service is the most finahcially sound, failing company 
in America. Its pension obligations (under CSRS and FERS) are over-funded, even in the face 
of pension cost allocation methods developed by 0PM that are grossly unfair to the Postal 
Service (according to independent, private sector audits that are discussed below). It has also 
prefunded 49% of its future retiree health benefits. No other civilian agency in the executive 
branch has pre-funded these costs at all, and according to a recent Towers Watson survey of 
Fortune 1000 companies, only 38% of such private companies prefund at all and the median 
level of funding is just 37%. In the private sector, pre-funding is voluntary. Responsible 
companies pre-fund when they are profitable or use their surpluses in their pension funds to 
cover such costs, as encouraged by the lax code. 
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Unfortunately, the PAEA’s uniquely burdensome prefunding mandate is literally killing the 
Postal Service. Implemented at the outset of the global financial crisis, the excessive level of 
pre-funding required by the PAEA has consumed all of the Postal Service’s borrowing authority 
and has pushed the agency to the verge of insolvency. No private company would have 
funneled tens of billions of dollars into a retiree health fund in the midst of a deep recession. The 
Postal Service needs immediate and significant relief from this mandate - without it, no other 
reform can save this institution. 

In the last Congress, the Senate did attempt to reduce the pre-funding burden in S. 1789. 
That bill lowered the target level of pre-funding from 100% to 80%, replaced the fixed schedule 
of prefunding payments with a two-tier set of pre-funding payments (normal cost payments and 
amortization payments to reduce the unfunded liability), and opened access to the Postal 
Service Retiree Health Benefits Fund (PSRHBF) a few years early for use to cover the cost of 
current retiree health premiums. The last provision provided significant short-term relief from 
the pre-funding burden, freeing up cash by moving the date the PSRHBF can be used to cover 
premiums from 2017 to 2012. But the actual level of pre-funding under S, 1789 was reduced by 
just 6 percent, as shown in Table 3. The level of prefunding would remain very high and the 
USPS would likely default on the payments required in S. 1789 in a year or two. We believe 
much more substantial relief is required. 

There are a number of options Congress should consider to solve the prefunding problem: 

1) Repeal. The simplest solution would be to repeal the PAEA's pre-funding mandate 
altogether and to allow the Postal Service to use the Postal Service Retiree Health Fund 
to cover the cost of retiree health premiums with the $45 billion in funds now deposited 
in the Postal Service Retiree Health Benefits Fund (PSRHBF). Overtime, the fund would 
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be depleted and the USPS would return to covering these costs from operating revenue 
on a pay-as-you-go basis. This would give the Postal Service time to restructure and 
adapt in the intermediate term and eventually allow it to return to the private sector 
standard on covering retiree health costs for companies in multi-employer plans. 

The objection to this alternative is that taxpayers might eventually be required to cover 
the cost of postal employee retiree health costs, if the Postal Service lacked the funds or 
ceased to exist. The GAO has emphasized this point in its analysis of the issue. 
Underlying this concern is the notion that ratepayers must cover all present and future 
USPS costs, a convention adopted in 1970 and fully implemented by 1983. But for more 
than 200 years before 1983, the Post Office was funded by taxpayers and ratepayers. 

To say that we must adhere to the post-1983 convention forever assumes that the tax- 
paying public receives no benefit from the Postal Service and therefore should never 
have to pay any of its costs. We believe this assumption is wrong - all Americans 
benefit from the Postal Service, taxpayers and ratepayers alike. As a public service and 
as a crucial part of the nation’s economic and political infrastructure, it supports national 
unity and national markets, encourages economic growth, and contributes to the cultural 
and political life of the nation. 

While we do not seek nor support taxpayer operational subsidies for the Postal Service 
today, we do not believe the fear of a possible need for taxpayer support for retired 
postal employee health benefits in a doomsday scenario for the future can Justify 
crippling the Postal Service today with an unaffordable mandate. Moreover, no other 
agency of the government, and I might add no institution or agency in the legislative 
branch of the government (which includes the House, the Senate, the GAO, the CBO 
and the CRS) currently pre-funds future retiree health benefits at any level. Future 
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taxpayers will cover the cost of health benefits for retired legislative branch employees. 
Would future postal retirees be any less worthy of taxpayer-provided health benefits as 
compensation for their service to the country? The answer is: Of course not. 

In any case, retaining a crushing prefunding mandate today makes it more likely, not 
less likely, that taxpayers will eventually have to cover the cost. Driving the Postal 
Service into a death spiral will not protect taxpayers. Reform that allows it to restructure 
and thrive will. 

2) Repeal and replace . Another option would be to repeal the PAEA’s pre-funding mandate 
and replace it with a more reasonable and affordable mandate. For example, it could be 
replaced with a private sector “best practices” funding standard - which would require 
the USPS to contribute to the PSRHBF in years when it is profitable. The law could 
dictate a defined percentage of profits be allocated to the PSRHBF or require the USPS 
maintain a pre-funding percentage tied to private sector practice among firms that pre- 
fund. Or the law could require the USPS to maintain the level of funding in the PSRHBF 
to a level tied to best practices in the private sector - the 37% median level of funding 
among Fortune 1000 companies in the private sector, for example. 

3) The USPS OIG proposal . The USPS Office of Inspector General offers a creative 
solution to the pre-funding mandate. It would repeal the PAEA’s prefunding payment 
schedule and allow the current assets in the PSRHBF to accrue interest over time while 
the USPS continued to pay for its retiree health insurance premiums with operational 
funds. The PSRHBF would continue to grow with earned interest and would not be 
available to the USPS until it covered a certain percentage (to be set by Congress) of 
the unfunded liability. It would effectively serve as a reserve fund to cover the cost of 
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retiree health in the future if the Postal Service could not make the payments in the 
future. This would provide breathing space to reform the USPS and partially address the 
GAO’s concerns, even though it would still treat the USPS more harshly than other 
agencies and private companies. The proposal is outlined in a letter to Sen. Sanders 
reproduced as Attachment 3. 

4) Cover retiree health with the fairly calculated CSRS pension . During the 112”’ Congress, 
bills offered in both the House and Senate, sought to protect future taxpayers from future 
postal retiree health liabilities by permitting the Postal Service to use postal pension 
surpluses in the Civil Service Retirement and Disability Fund (CSRDF) reported by 
independent audits (USPS-OIG/Hay and PRC/Segal) to cover the cost of future pre- 
funding. Indeed, the only-bipartisan postal bill considered the House of Representatives 
(H.R. 1351) in the 112”' Congress, which drew 230 co-sponsors from both parties, called 
for fairly and accurately measuring the Postal Service’s pension surplus In the postal 
CSRS account of the CSRDF and transferring the surplus to the PSRHBF, That bill 
never got a vote in the House. In the Senate, the original bills offered by Sens, Carper 
and Collins (S. 1010 and S. 353) that were later combined to create S. 1789 contained 
similar language on the CSRS surplus. However, concerns that transferring funds from 
the CSRDF to the PSRHBF would present scoring problems led the senators to drop the 
provision from S. 1789, (The senators may have also reacted to a GAO report that 
questioned claims that the USPS was over-charged by the 0PM for retirement costs, but 
the same report acknowledged that the PRC and OIG methods were "reasonable” and 
that the choice of methods used is a “policy decision” for Congress.) 

The decision to leave the CSRS transfer provision out of S. 1789 prevented 
significant relief from the pre-funding burden - which may have driven the bill’s authors 
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to target the elimination of 1 8% of all postal jobs and to lay the groundwork for the 
elimination of Saturday delivery two years from now (and the subsequent opening of the 
nation’s mail boxes to private competitors). It is crucial to reverse these legislative 
decisions, and to address the problems that led to them, as we tackle postal reform in 
the 1 1 3*'’ Congress, However, this can be done in a way that minimizes the impact on 
the deficit that would result from a large transfer from the CSRDF to the PSRHBF. 
Indeed, it may not be necessary to transfer any funds at all to significantly reduce the 
cost of pre-funding. This can be done in five steps: 

a) In the Office of Personnel Management’s annual valuation of the CSRS postal sub- 
account within the Civil Service Retirement and Disability Fund, mandate the 
adoption of modern, private sector accounting and actuarial methods called for by 
Accounting Standard Codification No. 715. (FASB -ASC 715, Compensation — 
Retirement Benefits from the Financial Accounting Standards Board). This was the 
policy recommendation of the Postal Regulatory Commission’s report on Civil 
Service Retirement Cost and Benefit Allocation Principles prepared by respected 
experts of the Segal Company (June 29, 2010). The methods proposed by the PRC 
report produce a lower surplus than those advocated by the USPS OIG report on the 
same matter prepared by the Hay Group in January 2010, The Postal Service’s 
Share of CSRS Pension Responsibility (Report Number: RARC-WP-1 0-001 , January 
10, 2010). As mentioned above, a GAO review of these reports as well as the 
accounting and actuarial methods currently employed by the Office of Personnel 
Management (0PM) concluded that all three sets of methods are “reasonable” and 
that the choice of methods is a “policy decision." Congress should mandate the 
PRC’s methods because the OPM’s current methods are unfair and inequitable to 
the Postal Service, its customers and its employees. See Chart 1, which 
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demonstrates the inequitable allocation of pension costs resulting from the OPM’s 
methods. It shows that the Postal Service pays 83% of the health care costs of a 
retiree who worked just 50% of his career for the DSPS, leaving the 0PM to pay 
17% for the other half of the employee’s career for the tax-payer supported Post 
Office Department. 

As suggested above, mandating the PRC audit's reform recommendation had strong 
support in the last Congress - a majority of the House of Representatives co- 
sponsored a bill (H.R, 1351) and bills introduced by Senators Carper and Collins at 
the beginning of the 112''' Congress also endorsed these methods. In addition, the 
Obama administration expressed its support for a CSRS transfer as part of postal 
reform, as explained in a letter from Director of Legislative Affairs Director Robert 
Nabors to Representatives Elijah Cummings and Darrell Issa on October 13, 2011, 
The letter is reproduced as Attachment 4, which was sent after the GAO report oh 
pension allocation methods was issued, 

b) In order to minimize any budget impact of mandating the use of fair actuarial 
methods and assumptions, Congress should repeal Section 1848(h)(2)(C) of DSC 
Title 5, which requires the transfer of any postal pension surplus to the DSPS Retiree 
Health Benefit Fund following valuations in 2015, 2025, 2035 and 2039. The 
required transfers mandated by 1848(h)(2)(C) were enacted by the PAEA in 2006, A 
repeal of this transfer provision would eliminate the need to amortize (with mandatory 
payments from the General Fund) any increase in the CSRDF’s unfunded liability 
resulting from the transfers. (Such amortization payments are required by another 
provision in Title 5.) 
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Note: A repeal of the transfer provision would minimize any budget score associated 
with a policy of accurately and fairly defining the Postal Service’s pension obligations 
and give policy-makers up-to-date and accurate information on the Postal Service’s 
legacy costs. It makes sense because the PSRHBF will not need the surplus funds 
for decades - and the surplus pension funds might never be needed if Congress 
enacts the reforms outlined below to properly invest the PSRHBF (item 5) and to find 
ways to reduce future retiree health benefit costs (item 6). 

c) Congress should repeal the PAEA’s fixed schedule of pre-funding payments and 
replace it with the two-tier prefunding payments called for in S. 1789 (normal cost 
and amortization costs), but establish a right to access the fairly calculated CSRS 
postal surplus in the future to cover the cost of retiree health benefits if the PSRHBF 
should ever be exhausted. (The 80% funding target and the immediate access to the 
PSRHBF to cover current retiree health premiums in S. 1789 should be retained in 
any new legislation.) 

d) Congress should require the OPM Board of Actuaries to take the accurately 
measured CSRS postal surplus into account when calculating the unfunded liability 
for postal employee retiree health benefits, a step that would eliminate the need to 
make amortization payments over the next ten years or more, (In practical terms, the 
DSPS would make a normal cost payment each year to the PSRHBF and the 
PSRHBF would cover the cost of current postal retiree health premiums - resulting 
initially in a growing PSRHBF, even before taking into account the fund’s earnings.) 
This instruction would apply the best practice of private sector pension funds to the 
Postal Service. Indeed, the tax code allows companies to apply surplus pension 
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funds to the cost of post-retirement health liabilities (see section 420 of the Internal 
Revenue Code). 

e) In order to address false claims that might be raised by some that reforms such as 
those described above represent “taxpayer bailouts,” Congress should adopt the 
Statutory PAYGO reforms proposed by the Obama administration to the Super 
Committee established by the 201 1 Budget Control Act. Section 1 04 of the 
administration’s submission called for an amendment to the PAYGO act to treat the 
transactions of the Postal Service Fund as “budgetary effects,” thereby measuring 
Postal Service transactions on a unified budget basis for PAYGO purposes. 

5) Invest the PSRHBF in the Thrift Savinas Plan . The PSRHBF is unique in the federal 
government. No other agency has a retiree health fund. Although it differs from so-called 
VEBA plans (Voluntary Employee Benefit Associations) in the private sector because 
retired postal employees are guaranteed retiree health benefits by the FEHBP law even 
if the balance in the PSRHBF goes to zero, it is very similar to such plans since its 
assets are dedicated to cover benefits for a specific group of people with a tie to a single 
employer. In this case, the PSRHBF is dedicated to pay the Postal Service’s share of 
health insurance premiums for retired postal employees - starting in 2017, 

Unfortunately, the PSRHBF is invested solely in low-yielding Treasury securities - and 
given that long-term health care costs are expected to grow faster than the interest rates 
payable by T reasury securities for the foreseeable future, the unfunded liability will 
almost certainly keep growing over time. No VEBA in the private sector would invest its 
assets so conservatively, especially since the annual cash requirement for the PSRHBF 
($3 billion per year) is a fraction of the $45 billion in assets. 
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In an ideal world, the PSRHBF would be held on the Postal Service’s books and 
invested appropriately (in a properly diversified portfolio of stocks, bonds, real estate, 
etc. overseen by a professional investment rrianager) to minimize the PSRHBF's 
unfunded liability - and therefore minimize any amortization payments from the USPS in 
the future. Transferring the PSRFIBF to the off-budget Postal Service might present 
budget scoring problems (unless the budgetary effects proposal outlined above is 
adopted) and the Treasury Department has traditionally opposed the investment of 
government trust funds in private securities. 

However, NALC believes there is a way for the PSRHBF to earn higher, private sector- 
based returns without moving it from the OPM’s books — which should reduce the federal 
deficit. The PSRHBF could be invested in the index funds offered by the Thrift Savings 
Plan. The Federal Retirement Thrift Investment Board already invests a pool of nearly 
$300 billion of federal and postal employee retirement savings in these funds - so 
investing the funds of the PSRHBF, which also holds assets dedicated to post^retirement 
benefits, would not be setting a new precedent. The TSP’s Lifecycle 2040 Fund has 
earned an annual return of 5.0% since its inception in 2006, much greater than the 2-3% 
returns paid lately on Treasury bonds. 

6) Give the Postal Service and its unions the ability to reduce retiree health costs within 
FEHBP . NALC and its members are willing to do our part to reduce the cost of future 
retiree health benefits at the bargaining table if Congress treats the Postal Service, its 
employees and the mailers fairly on pension costs. The best way to reduce the pre- 
funding burden on the Postal Service is to reduce the cost of health insurance in 
general, and retiree health insurance in particular. 
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Generally, the OPM and the FEHBP program have done a relatively good job in 
controlling health care costs. Indeed, the federal government's health care costs are 
lower than those of other large employers in the private sector, and the FEHBP program 
has restrained health care inflation better than employer plans in the private sector. 
Nevertheless, there is more that could be done to reduce health care costs - which 
could reduce the cost of prefunding retiree health benefits. 

The Postal Service has asked Congress to let it leave the FEHB Program and set up its 
own health care program. The postal unions, including the NALC, oppose leaving 
FEHBP. But most of the savings the USPS thinks it can achieve outside of FEHBP could 
be achieved inside of FEHBP - if the USPS and its unions were allowed to negotiate an 
exclusive set of FEHBP plans to be offered to postal employees and future postal 
retirees (current postal retirees should keep the plans they have). This 'postal FEHBP 
exchange' could work with OPM to implement health plan innovations to incentivize 
good health and require the use of single network providers for medical services, 
hospital care and prescription drugs in order to cut costs. In addition, the 'postal FEHBP 
exchange’ could achieve improved integration with Medicare and seek permission from 
OPM to implement a private sector-style Employer Group Waiver Plan (EGWP) to bring 
down the cost of drugs. Lower retiree health costs would translate into lower pre-funding 
payments. 

It is urgent that Congress take action to repeal or reform the pre-funding mandate. We 
cannot imagine any member of the Senate, regardless of party or ideology, who would accept 
such a mandate being applied to a single private sector employer in his or her state. Yet 
because it is applied to a federal agency, it is ignored. But the negative impact it has on the 
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Postal Service is hurting the entire postal industry. Of the eight million workers in our industry, 
just over a half-million work for the LISPS. The vast majority of the workers in our industry work 
in private companies across the country. The pre-funding mandate is not just dragging the 
LISPS down; it's weakening an entire industry that employs workers in every state of the union. 


III. Six-day Last Mile Delivery is the Postal Service’s Core Function 

The Postmaster General announced February 6'" that the LISPS intends to go to Monday- 
through-Friday delivery of letter mail and Monday-through-Saturday delivery of packages in 
early August. In view of the mandate to deliver all mail six days a week (including Saturdays) 
enacted annually by Congress over the past 30 years, and since it remains in effect today, the 
Postmaster General's announcement should be seen for what it is: an arrogant attempt to pre- 
empt the authority of Congress to set postal policy. There is no need to debate legal loopholes; 
the announcement clearly violates the will of Congress and the PMG should be reprimanded for 
his arrogance. If the LISPS Board of Governors is behind this outrageous maneuver, it should 
be reprimanded too. If the Board is not, it should remove Postmaster General Donahoe, 

The core competence and core asset of the Postal Service as an enterprise is its 
unmatchable, six-days-per-week, last-mile delivery network. It is a strategic asset that must be 
protected to return the Postal Service to health. It should not be sacrificed to maintain the 
disastrous pre-funding policy introduced in 2006, or even the modified pre-funding policy that 
was proposed by S. 1789 in the last Congress. That bill was well-intentioned in that it would 
have preserved Saturday delivery for at least two more years and would have made the 
decision to end Saturday delivery contingent on the unprofitability of the Postal Service, But 
degrading the Postal Service’s core asset makes no business sense. 
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Therefore, we urge the Committee to continue to mandate six-day delivery in the law - and 
remove the possibility that Congressional appropriators might inappropriately seek “unified 
budget” savings by eliminating the six-day requirement even though the USPS receives no 
taxpayer money - a mistake the Obama administration made when it proposed to end Saturday 
delivery in its proposal to the Super Committee created by the Budget Control Act of 201 1 , and 
which it repeated in the past two budgets. 

The Postmaster General has put forth a number of flimsy arguments in support of his five- 
day mail delivery proposal, even as he has failed to be fully forthcoming on the job losses his 
plan will entail. I wish address these arguments and note our concerns about jobs next. 

First, the PMG's claim that the proposal would save $2 billion annually is clearly false. The 
PRC found in 201 1 that the Postal Service's original five-day delivery plan, which did not involve 
the delivery of any packages or prescription drugs, would save at most $1 .7 billion, even though 
that figure dubiously assumed almost no loss of mail volume due to reduced service. In fact, 
one of the Postal Service’s own consultants. Opinion Research Corporation (ORC), concluded 
that the combined impact of slower service standards from its network optimization plan 
(involving mail processing plants), post office closings and the end of Saturday delivery would 
reduce total mail volume by 7.7 percent and result in a loss of $5.3 billion in revenues, far 
exceeding the $3.3 billion in cost savings estimated by ORC. These findings, based on 2010 
data, were not shared with the PRC during its review of the five-day plan or its review of the 
network optimization plan. When the findings were discovered in 2012, the Postal Service 
dubiously disavowed them as “flawed" - though ORC has never disavowed its work. See 
Attachment 5, which provides a summary estimate of the impact of the planned service cuts on 
mail volume and postage revenue. It was introduced as an exhibit in the PRC proceeding by the 
American Postal Workers Union. 


19 



212 


The Postal Service’s own market research shows at least a third of business mailers value 
Saturday delivery (see below), including the weekly newsmagazine and newspapers that 
absolutely depend on it each week. Cutting Saturday delivery will drive periodical and 
advertising mail away (direct marketers will switch to delivery with newspapers) and make 
things worse, not better. As the Dow Jones company reported last week, it has already started 
to move Saturday deliveries of The Wall Street Journal to other delivery companies in 
anticipation of the Postal Service's move to end Saturday delivery. New York magazine and The 
Economist magazine have done so as well. Indeed, the Association for Magazine Media has 
criticized the move to five-day delivery. And while the trade association for many advertising 
mailers has not taken a position on Saturday delivery, many individual companies like Valasis 
Inc. (one of the nation's largest direct mailers), Hallmark and e-Bay oppose the change. The 
savings the Postal Service claims would be ovenwhelmed by the loss of revenues. At a 
minimum, the Postal Service should submit its new five-day plan for review by the PRC before 
Congress decides this matter. 

Second, the Postmaster General falsely claims that the move to five-day mail service will hot 
slow the delivery of mail. That is preposterous. The PMG admits that mail in collection boxes 
won’t be collected on Saturdays and that mail will not be sorted to delivery point sequence on 
Friday nights. By definition this will slow the mail for American mailers - collection box mail will 
be delayed a day and mail destined for P.O. Boxes not sorted on Friday nights won't be in those 
boxes on Saturdays. When there is a federal holiday, the mail will be delayed even further. 
Slower service will drive business away, reducing revenue and driving the Postal Service to 
make even more self-defeating service cuts. 

Third, the Postmaster General claims the USPS's customers are supportive of this change, 
citing so-called market research. Specifically he says: “Market research shows that seven out of 
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10 Americans support five day delivery.” Not only is that statement incomplete, it’s grossly 
misleading. Public opinion polls are not market research - especially when the folks polled are 
given a choice between the elimination of Saturday delivery or higher postage rates or dosed 
post offices, which nearly every poll conducted does. Moreover, polling the recipients of mail 
misses the point - the overwhelming majority of mail (90-95%) is generated by businesses for 
households (including business reply envelopes used by consumers to pay their bills). Although 
city carriers feel strongly that we serve the public, the vast majority of paying customers of the 
Postal Service are business mailers. Their views on Saturday delivery are critical - not public 
opinion. 

A 2009 survey of 4, 1 00 businesses conducted by the USPS and the Mailers technical 
Advisory Committee (NMTAC) found that 32% of them opposed the shift to five-day. Another 
2009 survey of 1,144 small businesses (less than 250 employees) for the USPS by the Maritz 
Company found that 68% supported the plan - meaning that up to 32% didn’t. There are more 
than 25 million businesses of all sizes in the United States. If a third of these businesses oppose 
the plan, as the Postal Service’s own surveys show, then literally millions of businesses will 
suffer from the Postal Service’s plan. 

Members of the Committee should not blindly follow public opinion when it comes to 
Saturday delivery. Of course, in electoral terms, 7 out of 10 Americans is a landslide. But in 
business terms, failing to serve 3 out of every 10 customers is a prescription for bankruptcy. 

How can the Postal Service if they cut a service - Saturday delivery - millions of business 
customers need? And if a substantial number of those spurned business customers find 
alternatives or reduce their volume of mail, how can the majority of customers who claim to 
support the plan not face even further cutbacks and/or higher prices from the Postal Service? If 
that happens, 10 out of 10 Americans would be hurt and 100% of American businesses would 
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suffer. The bottom line is clear: The Postmaster General’s five-day plan is an anti-business plan 
that is not in the public’s interest either. 

Fourth, and most outrageously, the Postmaster General told reporters on February 6 that 
the employees of the Postal Service support his five-day delivery plan, basing it on the random 
conversations he has had with employees in post offices over the past year. Worse, he 
misleadingly implied that I personally accepted the plan and that “letter carriers" support his 
plan. This is pure nonsense and totally untrue. City letter carriers ovenvhelmingly oppose this 
plan. I know, I was elected to my job by them, and more than 90% of them voluntarily belong to 
NALC. Other postal employees feel the same way. All four postal employee unions issued 
statements on February 6*^ opposing the PMG's plan. Congress should not be swayed by the 
PMG’s arrogant and misleading claim to speak for postal employees. 

Fifth, the Postmaster General claimed that he listened to his customers and altered his 
original five-day plan to provide Saturday delivery of packages, including the delivery of 
prescription drugs. While we are heartened that the PMG would listen to his customers, we 
wonder why he won’t listen to the millions of businesses who value Saturday mail and periodical 
delivery as well, and we are concerned that the PMG will risk our recent gains in package 
delivery market share by adopting his plan. The PMG proudly cites the 14% growth in package 
volume in recent years. And in the first quarter, the USPS reported a 1 9% growth in revenue 
from Parcel Return and Parcel Select, the services private delivery companies use to take 
advantage of the Postal Service’s first- and last-mile capabilities. Indeed, in its press release 
announcing the first quarter results, the Postal Service cited the “comparative advantage" of its 
last mile delivery network as the driving force behind its strong growth in package delivery. 
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But that growth and that comparative advantage have been built on a shared, multi-product, 
last-mile delivery network. By delivering letters, flats, and parcels together, the cost of USPS 
package delivery has been kept quite low. How will the Postal Service remain the most 
affordable provider of package delivery to residential neighborhoods if it gives away this pricing 
advantage? Economists call this the economies of scope. Will the Postal Service’s plan 
recklessly throw away these economies just when the e-commerce boom is gaining 
momentum? How much business will we lose from FedEx SmartPost and UPS SurePost by 
eliminating Saturday delivery? Will new competitors emerge to offer Saturday delivery service 
for newspapers, direct mail and flats that will cause even more volume loss? We believe the 
answers to these questions will make it very clear that the elimination of Saturday mail delivery 
makes no business sense. 

Finally, on the Saturday delivery issue, the Postmaster General has not been entirely 
forthcoming with Congress or the public on the negative employment impact his plan will have 
on the U.S, economy. In his press conference, he said that the plan would eliminate 22,500 
jobs. But his press materials make reference to 35,000 full-time equivalent jobs. Back in 2010, 
when the plan was first formulated, the Postal Service met individually with the four unions and 
provided the following estimates of job losses for the plan to cut Saturday mail delivery; 25,846 
full-time city carriers, 53,240 full- and part-time rural carriers, 2,250 clerks and other employees 
in APWU crafts, and 450 mail handlers for a total of 81,786 full- and part-time jobs. As we saw 
with the suppressed evidence during the PRC proceeding on network optimization, the Postal 
Service doesn't really know how much, if any, savings will result from all their service cuts. 
Based on the constantly shifting numbers on jobs, it doesn’t seem to know how many jobs are 
at stake with its proposed elimination of Saturday mail delivery. The Postal Service is not being 
straight with the Congress or the public. This must change. 
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IV. Pricing and products reform 

In the absence of the pre-funding mandate, the introduction of a streamlined system of rate 
regulation would have made a lot of sense in 2006. Replacing the costly and time-consuming 
system of setting postage rates through months of expensive litigation between competing sets 
of mailers was a laudable goal. Unfortunately, the Congress saddled the Postal Service with a 
huge new mandate at the same time it implemented the price cap on its rates. The cost of the 
pre-funding mandate was never built into the Postal Service’s prices because the USPS did not 
conduct the one-time, final omnibus rate case called for in the PAEA, (The USPS rightly did not 
want to raise rates in the midst of the recession.) Even without the crushing burden of pre- 
funding, the cost of mail delivery on a unit basis was bound to rise as internet diversion reduced 
mail volume, but the Postal Service cannot charge mailers the true cost of delivering the mail. 
This pricing regime is not sustainable and is contributing to the mindless downsizing that 
threatens to destroy a key part of the nation's economic infrastructure. 

At a minimum, the Postal Service should be given the right to adjust its rates with a one-time 
proceeding before the Postal Regulatory Commission. The omnibus postage rate review and 
adjustment that was authorized by the PAEA, but that did not happen in 2007, should be 
conducted in 2013. If Congress insists on the prefunding mandate, then it is only fair that at 
least some of its cost should be built into the postage rates the Postal Service charges its 
customers. Such a one-time rate is needed to provide reasonable balance to the huge sacrifices 
postal employees have made in recent years. 

But in addition, the Postal Service must be able to generate greater revenues to balance 
the cost-cutting it will continue to pursue. No struggling enterprise can mindlessly downsize its 
way back to health. It must have a growth strategy and be able to generate new revenues. 
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There are three ways that the Postal Service can increase revenue: grow the existing business 
in sectors of the mailing industry that are expanding (package delivery, returns and e- 
commerce), better align prices to reflect costs (pricing reform), and find new uses of the Postal 
Service's networks that can help finance and preserve the valuable last mile delivery networks 
that the country depends on for commerce, communication and voting. The LISPS is already 
doing the first and will continue to succeed so long as it does not destroy its own comparative 
advantage by degrading its last-mile network. But Congress must enact reforms to help LISPS 
increase revenues in the second and third ways. 

First, on pricing reform, the case can be made to eliminate the price cap altogether, as the 
regulator in Great Britain has done recently. Postal operators no longer have the ability to 
abuse their monopolies - there is an electronic or physical alternative to every service they 
provide. The LISPS has no market power whatsoever - if it raises rates too high, customers will 
leave the mail system. There is market discipline in place. On the other hand, mailers 
legitimately want some protection against capricious rate increases. But the LISPS needs 
greater flexibility to set rates that will cover its costs. 

The reforms proposed by S, 1789 are a good start, but the price index system for market- 
dominant products must be updated and must be based on an appropriate benchmark index. 
The Consumer Price Index for All-Items is not the correct index. The Postal Service is part of 
the national delivery industry, a transport-based, energy-intensive industry that has unique 
characteristics. Although the LISPS is by definition more labor-intensive than private companies 
like FedEx and UPS - we deliver to 150 million addresses six days a week, not 15 million 
addresses five days a week - the USPS faces the same cost pressures as those companies. 

At a time of soaring energy costs, the rates charged by private companies that provide delivery 
services have increased at more than twice the rate of postage - see Table 2 above. If the 
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USPS is to preserve its networks, it must be given pricing flexibility. Congress should modernize 
the price indexing system and replace the CPI-Ali Items with the CPI for Delivery Services. It is 
the appropriate private sector benchmark and it will help with the budget scoring on the 
legislation. 

Second, on products, the overly restrictive definition of a postal product contained in the 
PAEA should be liberalized. Again, the reforms in S.1789 show the way. Opening the mail to 
beer and wine sales makes sense. But the range of services the Postal Service could provide is 
much greater and it should be given the right to find new uses for its networks. Whether its 
meter reading for utility companies as an alternative to expensive smart meters, or partnerships 
with private banks to serve Americans in rural and depressed urban areas where commercial 
banks have no presence, or recycling computer parts in partnership with private companieSj the 
Postal Service needs greater commercial freedom. We believe an innovation commission as 
proposed by Senator Sanders makes great sense. That commission should study the possibility 
of using the nation's post office network as the backbone of a National Infrastructure Bank, and 
Congress should consider giving every American the right to vote by mail in federal elections. A 
more entrepreneurial Postal Service could do what the Post Office has done since it was 
mandated by the Constitution - evolve to meet the changing needs of the country. But to 
achieve a more entrepreneurial culture, the governance structure of the Postal Service needs to 
be reformed. I will turn to this topic next. 

V. Governance reform 

At a moment when the Postal Service faces the gravest crisis in its history, its Board of 
Governors might soon be known as a Board of Vacancies. The Board of Governors Is made up 
of nine presidential appointees, plus the Postmaster General and the Deputy Postmaster 
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General. At the moment, four of the nine appointed seats are vacant and one governor is in his 
one-year hold-over period following the expiration of his term. The gridlock that has hampered 
the appointment process in general has really damaged the Postal Service in particular. When 
you consider that the terms of two of the five Commissioners on the Postal Regulatory 
Commission have also expired, the appointments problem is even deeper. But what truly makes 
the problem a crisis is that the PAEA’s guidelines for appointments to the Board have not been 
followed. 

The PAEA amended the law to require that “at least 4 of the Governors shall be chosen 
solely on the basis of their demonstrated ability in managing organizations (in either the private 
or the public sector) that employ at least 50,000 employees. Although all of the governors who 
serve are honorable people, none of them meet this requirement. As our advisers at Lazard 
reported to us, the Postal Service lacks a Board with the kind of business experience needed to 
create a vision for a revitalized Postal Service - nor does it have the kind of executive talent 
needed to execute such a vision. Instead, the Board has approved the "shrink to survive’ 
strategy that Lazard believes is doomed to fail. 

NALC calls on Congress to overhaul the governance structure of the Postal Service to give 
it the best chance for a turnaround. NALC will work with any leadership team that develops a 
strategy for growth and is dedicated to the long-term viability of the Postal Service. 

VI. Addressing the Cash Crisis: Return of the FERS Pension Surplus 

The reforms we have advocated in this testimony are essential to the survival of the Postal 
Service well into the 21®‘ Century. But we also face a short-term solvency crisis. The 
prefunding mandate, the Great Recession, and the misguided business plan of current postal 
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management have left the Postal Service desperately short of cash. In order to prevent an 
economically damaging interruption of service and to give the reforms outlined below the time 
they need to work, Congress must also restore the liquidity the Postal Service needs to operate. 
Fortunately, there is a surplus in the Postal Service’s FERS pension account that nobody 
disputes. Due to falling discount rates, that surplus declined from $1 1 .4 billion in 201 1 to $3.0 
billion in 2012. But if returned to the Postal Service, it is still enough to pay down its debt and 
maintain operations as it implements other reforms to restore its viability. Congress should 
change the law to allow for this transfer from the FERS postal account in the CSRDF to the 
Postal Service. 

Note, however, that the actual surplus in the postal FERS account would be much larger if 
measured properly, according to a recent report from LISPS Office of Inspector General 
prepared by The Flay Group. The report, entitled Causes of the Postal Service FERS Surplus 
(Report Number: RARC-WP-1 3-001, October 12, 2012), found that if the 0PM were to use 
USPS-specific economic, demographic and mortality assumptions in its annual valuation of the 
FERS postal sub-account within the Civil Service Retirement and Disability Fund, the actual 
surplus would have been $24.0 billion in 2011. A subsequent update to the report released on 
December 4, 2012 (RARC-WP-1 3-002) incorporated the OPM’s lower interest rate assumptiotis 
for 2012 - and therefore reduced the OIG's estimated surplus to $12.5 billion. 

The use of USPS-specific assumptions increases the measured FERS surplus because the 
Postal Service's work force is different than the rest of the federal workforce; its employees are 
a distinct group with markedly different demographic and mortality characteristics. Flistorically, 
salary increases in the Postal Service have lagged those in the federal government overall and 
life expectancy among mainly blue collar postal employees is less than it is, on average, for 
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mainly white collar federal employees. A fair valuation of the postal sub-accounts requires the 
use of USPS-specific assumptions. 

The legislation drafted by the Committee should direct the 0PM to use accurate, postal- 
specific assumptions and the resulting FERS surplus of $12.5 billion should be used to stabilize 
the Postal Service’s finances as other reforms are put in place. A transfer of the FERS postal 
surplus would set the stage for a major turnaround at the Postal Service, provided that the 
reforms outlined above are enacted and the Congress prevents current postal management 
from driving America's Postal Service into a death spiral, 

VII. Conclusion 

It is our sincere hope that this Committee will hold other hearings on the issues we have 
raised in our testimony before you draft legislation. We would welcome the chance to have the 
voices of the Postal Service’s largest group of craft employees heard and I would personally 
welcome the chance to have a dialogue with all of you about the future of the Postal Service. I 
would be happy to answer any questions you have at that time. NALC is committed to working 
together with both parties to fashion a bi-partisan reform bill that will preserve a strong and 
vibrant Postal Service for decades to come. Thank you for considering our views. 
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fcx^cotive Summsuy . ■ ■ . . 

The very existence of the legions of postal servica workers and thousands of postmen, sorting 
depots, post offices and mail vans is today under threat In many developed countries. Instant, 
electronic communications are displacing 0ie material exchange of documents at a rapid pace, 
while e-payments are supplanting physical commercial exchanges of cheques or postal orders. 
While only 1% of the population in Asia-Pacific lacks access to postal services and 94% has 
home mall delivery, will basic economics allow this In the future? Will the expansion of broadband 
Internet across the world spell the end for the postal empires? 

DallveiiaB the Putuee is a Comprehensive report that establishes new structural performance 
metrics to better understand the effectiveness of national universal postal service providers 
(USPs) In the 020 group of the world's wealthiest naOons. it provides a new benchmark to 
measure USPs delivery of naOonal socio-economic benefit, defining their present and future utility 
and social value. 

The ranking tables are based on three criteria using multiple secondary datasets, judged to 
provide the best measures of the USPs' strudbral strengths; 

1. Provision of Access to Vital Services -enabling the participation of ell communlfieS In 
political society and the economy 

2. Operational Resource Efficiency - the offident management of human resources 

3. Performance and Public Tmst- public approval through effective performance 

The report shows that, while there are multiple reports of the Imminent demise of the Universal 
Postal Service Provider, USPs currently retain their key role In the provision of an essential 
communications infrastructure in all countries, in some cases against a backdrop of declining mail 
volumes and cuts to postal offices and delivery staff. 

The United States Postal Service's top ranking belles Its Inability to raise its own finance or move 
into new non-mail sectors. Its debt position and the rapid shift towards electronic conrimunlcations. 
It has achieved Ite ranking by being highly efflctent in Its core function - the delivery of mail. 
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LISPS delivers twice the mall volumes per full-time delivery employee of any other postal 
operator. 

The report finds that developed countries top the rankings of the world's best USPs. Japan Post 
and Korea Post perform well on all measures, white Australia Post Is strong on efRolency and 
access. Deutsche Post, the only USP In the 020 to have been fully privatized, Is the front-runner 
in the four European Union states, and also the best Improved In the developed countries. 
France's La Post scores highly on access and performance, having Improved markedly between 
2007 and 2010. 

In emerging markets, USPs are fast catching up with those In the developed world. This reflects 
not only the growth of their economies, but also the clear ballsl-among regulators that universal 
postal service prevision haa a key rote to play In their developing Infltestructure. 

Corrieos Brazil is the best placed of these, with mid-table performance on all metrics, and a high 
rate of Improvement, followed by Russia Post among the BRICs. Russia Post has shown a foster 
rate of improvement in performance than all of the developed countries, in parUcuiar on parcel 
delivery efficiency. 


Other key findings: 

• For many remote customers, especially In emerging markets, the post office Is the only 
viable means of receiving or sending goods, and of engaging In e-commerce, whether 
P2P (person-to-person) or with an e-taller 

Japan Post and France's La Poste lead on key performance measures reflecting pibBci 
loist In the service. Turkey's PTT was the most Improved while Russia Post was iBe 
fastest Improving In the BRIO countries 

Between 2007 and 2010, only one developed country USP among the Q20 reduced Its 
postal office network significantly - the UK's Royal Mall. Most developed counby 
networks stayed relatively static In numbers while Correlos Brazil's expanded 5S% to 
10,276 outlets, following the acquisition of franchises 

• Korea Post and Japan Post lead the world In the efiiotenry of parcel deliveries, white 
sizeable declines In efficiency were seen at France's La Posts, the UK's Royal Mall, 
Correo Argentina, Italy's Poste Italians and Saudi Post - due to competition from 
commercial providers 
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Kom Post (S) 

SK 

4,m 

47,062 

84919 

8.3 

S 

DfUtaeltaPostfU) 

OE 

t,m 

47,870 

4,4/6 

6.4 
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Royal Mall (16) 

UK 

6,148 

121,418 

84$ 

8,7 
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LaPoat8(12) 


3636 
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1.184 

8.6 
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Canada Post (13) 

CA 

1618 

33,420 

1.184 

64 

9 

Corralos BrazV (2) 

BR 

10.27B 

72.364 

526 

8.9 

10 

Russia Post (4) 

RU 

3.4B4 

4,266 

377 

4.7 

11 

Poste Itallane (16) 

IT 

4,227 

41,263 

162 

4,2 

12 

PTT{1) 

TU 

20J376 

37,384 

230 

64 

13 

Correo Argentina (6) 

AR 

8.910 

37,782 

611 

3.8 

14 

SP Mexicano (3) 

MX 

13.627 

117,707 

46 

3.0 

16 

India Post (10) 

IN 

7.851 

15.658 

43B 

62 

18 

PoB Indonesia (B) 

IND 

11,836 

18,679 

2.747 

3.6 

17 

South African PO (18) 

SA 

19,871 

33,420 

1,184 

3.1 

IB 

Saudi Post (7) 

SAU 

36,276 

38.198 

48 

4.9 

ie 

Chine Post (6) 

CN 

24.828 

8,810 

503 

56 
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The United States Postal Setvice 

Delivering Change to Revitalize an American Icon 

The United States Postal Setvice (the "Postal Service") haa plajred a vital role in our nation’s 
commercial and social &bric for over 250 yeara Yet today, it &ces an acute ftoaneiol crisis. Indeed, 
by its own estimates*’*, the Postal Setvice projects that it will run out of cash by sometime this 
summer or early f^. 

In response, the Postal Setvira has released a “Plan to Ptofitahility” designed to eliminate its large 
projected operating losses. While this Plan does contain certain credible ideas, its undedying 
strat^c vision is imdasneutally Sawed. The cote idea behind the Postal Service’s plan can be 
summarized as "shrink to survive” - widi significant reductions in setvice and delivery coverage and 
the ehminatioo of hundreds of fiiousands of jobs. This strategy undenmnes the Postal Service’s 
V strategic asset - its unparalleled last-mile dehvety networit that touches 150 million htrines and 
busineBsea she days each week. In Lazard’acgyerience, based on out lot^histoty of advising on 
many of the countty’s most significant restructurings (and many others around the woth^, we 
believe that the current Postal Service plan will not create a sustainable enterprise. A business plan 
based on degrading your geeatest strength is not likely to be a path to suecesa 

While the Postal Service clearly &ces enormous challenges, we do believe that its revitalization is 
achievable. To do so will require a comprehoastve plan premised on shared sacrifice by all 
stakeholders, a stiatigic vision that leverages the sttengrii of its networic and s<q>portive legislative 
action. The Postal Service that results finm these changes will have fewer employees, but w31 
enhance (rather than d^rade) the quality and value of the essential services it provides to milHnna of 
householda and American businesses. Smilar to any successful private sector restructurmg, the 
Postal Setvice reejuites a business plan based on a fundamental rethinking of the institution, top-to- 
bottom changes in its operations and culture and a first-rate managemoit team and corporate 
^vemance structure to ensiue that the plan is effectively oecuted 

The "Plan to Profitability" 

In February 2012, the Postal Setvice publicly released its “Plan to Profitability — 5 Year Business 
Plan’! (the “Busioess Plan”). The Business Plan is based on certain assumptions regarding general 
macroeconomic conditions, overall demand for postal prcxiucts and a set of specific initiatives that 
the Postal Service intends to pursue. Many of these assumptioas, including the overall demand for 
postal products and the continuing secular decline of first class mail, appear reasonable and generally 
consistent with recent e^etience. According to the Business Plan, these trends, coupled with the 
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required pre-funding of future retiree health benefits at over J5 billion a year, -will result in projected 
losses of over $80 bilUoii daring die forecast period, including a loss in the final year (2016) of over 
$20 billion. 

The Business Plan proposes a number of strategic initiatives designed to restore the Postal Service 
to near-term solvency including: 

H Retutn of the Postal Service surplus in die FERS federal pension system 

B Repeal of current legislative requirements that the Postal Service "pre-fund” obligations 
to the Retitee Health Benefit Fund (estimated 2016 annual savings: $5.8 billion) 

B Reduorion of service standards and other changes associated with sorting luid 
transporting mtdl (estimated 2016 annual savings: $4.1 billion) 

■ Significant changes in the way that mail is deliveted to U.S. households, including 
dramatically expanded use of curbside and centralized delivety (estimamd 2016 annual 
savings: $3.0 billion) 

■ EHmination of Saturday delivety (estimated 2016 annual savings: $2.7 billion) 

■ Various "retail” initiatives, including the elimination of post office branches (estimated 
2016 annual savings: $2.0 billion) 

■ Health cate benefit reform (approximately $L5 billion of estimated aimual savings) 

Based on the Business Plan, these prt^iosed initiatives, together with the refund of the FERS surplus 
show, on paper, that the Postal Service returns to profitability by 2016. 

Deliveting Change ro the Postal Service 

Anas of Common Ground 

As noted above, we ate skeptical of the Business Plan’s unitary focus on cost cutting and a “shrink 
to survive” approach. That said, certain of the proposed initiatives, if they were a part of a mote 
balanced and comptehenshre plan, may make sense. For instance, the current legislative requirement 
that the Postal Service pre-fund its retitee health obligations is both finandally punitive and entirely 
inconsistent with accepted practices within the private sector. The Postal Service has pre-funded 
over $21 billion in retiree health obligations over the past five years — funds which could have been 
used for investments in new services, technoit^, and operational restructuring initiatives. Similarly, 
refunding the billions of dollars of Postal Service surplus that is currently contained in the FERS 
pension fund seems reasonable based on third-party acmarial analysis. Enacting legislation that 
provides for these changes appears both appropriate and finandally prudent as part of a broader 
plan of shared sacrifice. If properiy structured, the changes to tite Postal Service’s health cate plans 
also appear reasonable. Changes to the postal network, if done in a way that maintains its overall 
strength and balanced with revenue initiatives in a comprehensive plan, should be examined as well. 

2 j La'ZAHU 
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Leveraging the Stiength of the Netwotk 

In out expeticnce, we have not seen a fauaittess plan that uses tednctionB in service and product 
quality as the cornerstone of a successful tnmaiound. The Postal Service’s proposed modificationB 
— termination of Saturday deliveiy, a significant cattaitaient of “to the door” delivery and other 
reductions in service standards - could easify reduce demand by an amount equal to die allied cost 
savings being discussed. In £ict; one of die Posud Service’s own wimeases at a Postal Regulatory 
Commission headng on its netwodt opthmaadon plan recen^ aclmovde^ed the existence of a 
study that found that the combined effects of all service cuts under consideration would reduce mail 
volume by over 10% -an amount which would offiiet most of die proposed savings firom these 
initiadves. 

Fundamentally, we believe that a successful restructuriog of the Postal Service must start with a plan 
to better leverage its unrivaled last-mile delhrety network - a retail network diat touches every dty, 
town and neighboihood hi America. Instead of focusing on shrinking its netwodr and capabilities, 
the Postal Service needs an ambidous rethinking of its business model. For example: 

■ Better leveiage last-mfie delivery to grow the parcel service business 

S Des^te ever-increasing online retail purchases by consumers and rapidly growing e- 
commerce, the Business Plan assumes that volumes associated with “Sb^iping Services & 
Other” ^e., parcel services) will actiia% 2011 to 2016. Assuming only modestly 

more ag^xssive growdi targets for the Postal Service’s parcel delivery business — craisistent 
with implementadon of a more forwarxl- looking approach to sales, marketing and overall 
management of the Postal Service’s parcel business — could result in substantia] incremental 
revenue and profits. 

■ Moreover, given the unparalleled atrei^tfa of the Postal Service’s last-mile delhrety netwmk, 
we believe the Postal Service could be exploring new and innovative delhrety services that 
may add value for its customers. For esunple, die Postal Service expects to offer fuD “track 
and trace” cqiabilities by the end of 2012. Hus could provide the Postal Service with the 
opportunity to add, among other things, more competitive ground and expedited products 
comparable to those that have been successful in the private sector. The Postal Service has 
also begun to test new mail products such as saturation mail and the expansion of direct mail 
offerit^ to small business customers. These initiatives ate a start but will require far mote 
aggressive toU-out and many mote such ideas to better leverage the Postal Service’s last-mile 
advantage. 

B Explore expansion of services that die Postal Service can provide 

»• Hie Postal Service operates under constraints imposed on ite business by the Postal 
Accountability and Enhancement Act of 2006. In the interest of ensuring that the United 
States has a postal insdtution that is self-sustaining and capable of fulfilling its public 
mission, we believe that the Postal Service and policynakers must consider expanding the 
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products and services that the American people would moat value. Most leading postal 
services in the world (and thdt governments) have embraced some level of business 
diversification in a manner thatis ctmsbtent with the postal mission but adequately 
protective of the private sector. In Germany, for instance, the postal service has privatized 
and expanded into businesses such as logistics and freight forwarding. And in the United 
States, as recently as the late 1960s, the Postal Service operated a postal savings system that 
provided depositories for working class citizens and immigrants accustomed to similar 
programs in their native countries. 

H Consider modificationB and greater flerdbiliiy to pricing of products 

< Notwithstanding a geogrqthic footprint that is considerably more dispersed than other 
countries, the Postal Service provides Americans with unparalleled last-mile delivery service 
of both first class mail and parcels. With respect to first class mail, the Postal Service offers 
Americans among the most affordable postage rates in the world - significandy lower than 
comparable foreign posts**’ and indexed at a rate of inflation considerably lower than the 
distribution cost indcat that its private-sector competitors use to adjust dieir own pnemg 
With respect to Postal Service parcel products, many offerings (both market donunant and 
competitive) are priced in a manner that frequently ignores the highly dynamic and fluid 
nature of the modem parcel delivery business. In the context of shared sacrifice and 
development of a truly comprehensive business plan, we believe that adjustments to the 
pricing of regulated products and greater flexibility in die pricing of unt^;ulated products are 
variables that merit further evaluation. 

Senate Bill S. 1789 Is a Stop-Gap, Not a Solution 

Lazard’s review of the “Plan to Profitability” also included die review of various legislative 
proposals, including die most recent Senate bill S. 1789, the 21st Century Postal Service Act S. 

1789 is a wdl-intentioned proposal that may allow the Postal Service to survive for a few more years 
but it does not address its fundamental challenges. It accepts the Postal Service’s business model 
when a fundamental re-thinkiog is vdiat is required. 

In private sector restmeturings, successful turnarounds are generally premised on (1) a strategic plan 
that aims for a sustainable and viable enterprise and ^ a management team and governance 
structure that is capable of executing that plan. Those two elements are devdoped first and then the 
necessary capital is secured. Unfortunately, diis legislation provides the Postal Serwee with capital 
without either of these two elements being in place. Even worse, by adoptirg the Pbs^ Service’s 
proposals to retioce the quality and value of the services it provides to American housdiolds, it may 
actually accelerate the Postal Service’s decline. 


In ran»r4a foT oucance, tbc cuimt cost of L fint-clAu «f (ov«3S% bi^et than the U5.), In the Umted Kingdom, it a 

|O.?2/itsmp0O^ohighttdiaDtheUji.). In other Wenen couanie* the niseat coit per fim-ciusetuDp ia even 
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There is little in the pn^xMcd li;gislation drat addresses potential espanuon of services, more flexible 
product pricing or necessary changes to the Postal Service’s oveni^t and governance - all key 
elements of a comprdiensive plan to create a auslamable and viable Postal Service. 

S. 1789 also, continues, albeit in a sb^f^ motfified fbnq, die requitetsent to pre-fund retiree 
healthcare qjbligBtiQns sad. does not addsaas the fubatatillal and mdepeadentlv verified CSM ao^loi 
which the Postal Service is owed. In diis respect, S 1^89 deviates fundatnintally & mpnor 
proposed lc|^iation - S. 1010 and S. 3$S (authored, respectnrely, Senators Carper and Cdllitis}, 
both of which provided for the leeaMatlon of suqiliu retuamcm finds in the Postal Sastdhe’a 
CSRS accotmt and die transfer of that tntqilus in order to drfaaie &e mfiinded liabilby firlilthte 
retiree healdi benefits and pennanen% tttd die redtee lietMi panAndm uiremettf. giBsW 
independent audits of the postal sub-account of the CSRS conduimsd by respected private-sector 
enqiloyee benefits firms (The Hay Groiqi for die Postal Service's Office of the Inspector General 
and the S^sl Coixqiany for the Postal R^ulatory Commission) each concluded that the pension 
aUocation methods used by the Office of Persomiel Management in^lied a postal surplus of 
between {SO and $75 bblfon. In an October 2011 report, the General Accounting Office stated that 
each of the pension accounting methodologiea - Office of Personnel Management’s, The Hay 
Group’s and S^al Company’s - were “reasonable” and indicated that the choice of which 
accounting method to use was a "policy decision” for Congress. 

We believe die Senate should make diat policy decision and adopt the more modem, private-sector 
methods used in The Hay Group and Segal Company audits. Otherwise, it should suspend die pre- 
funding mandate until a new business model for the Postal Service can be developed. As drafted, the 
proposed S. 1789 does neither. 

Ftom our perspective as private Sector restructuring professionals, S. 1789 is not a proposal that 
provides a roadmap to long-term postal viabili^. It is a stx^gap measure that fitdlitates the Postal 
Service’s "shrink to survive” plan. The Postal Service requires Illative relief and such relief may 
well be in support of a business plan that includes reductioDs in headcount and labor costs. But the 
plan must also be based on the vigorous pursuit of new revenue opportunities, the expansion of 
services, pricing flexibility and strat^es that leverage, not impair, the value of the last-mile network. 

Shared Sactlfice and a New Vision 

A key theme of virtually every successful private-sector restmetuting is shared sacrifice - by 
customers, creditors, management, employees, and all other stakeholders. We believe that diis 
principle is equally applicable if there is to be a successful restiucturing of the Postal Service. 

The current Business Plan a one that is largely based on one-sided ranployee sacrifice leading to the 
loss of jobs and benefits and critically the d^iadadon of the last-mile network. Delivering a vibrant 
and growing Pos^ Service requires a mote balanced and indqjoident assessment that would likely 
result in a more balanced mi* of initiatives. 
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Coiisistcnt with »c ompr e h «oi^ telliilildiig of the Poitil Senice ptemued on afaued ncdSce^the 
(mxentgovenai^aodtqpktoipfiiinewadicfdiepD^SetriceihoijldabobeeTihiited. Ihe 
cunent govetoaifte sttortute, which hxt bmi In exib'ence dnee 1!P1, d ie> not appear to be 
" consistent widi a^^pidlj motii^ ifagitd sodelf and the naed fiat bolder Mtategic ddnUng to better 
leverage this oati^ asset Ihe reMMctudng of die PoiadSenioe requires a lethiokitig of the 
insdnition that fqcnaes on new c>{^ortonitieB instead of old problems and seeks to proaetively 
leverage the strengths of its network rather dian reacihrdy to survive. 

Background 

Lazard is a preeminent intxmationai financial advisory firm that has long spedaliaed in crafting 
solutions to the compler financial and strategic challenges of our clients. We serve a diverse set of 
clients around the world, including corporations, parmetsh^, instimtiotts, governments and higb- 
net-worth individuals. Lazard and its senior professionala have extensive experience in the 
reorganization and restructuring of troubled coirpanles and have advised debtors, cretfitors, equity 
consfitiiendes and government agencies in oomerous conplex financial reotganizadons. Since 1990, 
Lazard's professioiuds have been involved in over 250 restructurioga, representing over $1 trillion in 
debtor assets. Lazard also has over 35 years of government advisory experience involving over 40 
soverdgn assignments. 

Lazard was retained by the National Association of Letter Guxiers (“NALC”) in November of 2011 
in connecdon with issues ^dng to die Postal Service. A team of Lazard professionals with 
extensive experience in providing restructuring advice undertook due diligence of the Postal Service 
beginning in eady 201 2 
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February @, 2012 


Senator Bernie Sanders 
332 DIrksen Building 
United Stales Senate 
Washington, DC 20510 


Dear Senator Sanders; 


rnadeftXMmthefund^tth t h SL itehllMhfl^S wi HMw B '^ 
would oo^nue te dirjw pay Bm h ea W watPJwwtowii ^g B^^ 

Postal Service penS^luifKli <P t(lt ffMWT|^^ /^^re 

Our analysis of this proposal showe that BK were adopted, ffie amounts In retiree 
healthoare fund would grow frorti M4 Mlpli ID the $S9 billion estimated current 
liabity, In 21 years. This $90 blMon prpM*^ liabili^ll not a stafio or precise 
figure, as there are forces that «■ I nai iiliW and decrMlse the llabiflty. 

HistorteaiV* file figure has risen, batm Rablhat fiiwlBO billion has not changed 
signifioanfiy over the last 3 years {(Sridllhin in 2009, 991 billion in 2010, and $90 
biBtenln2011). " ' 

This solution is one option to provide needed short-term flexibility fdr the Postal 
Senrice to address its current ilnanctol oifatfs. It would alleviate paymants due of 
nearly $30 billion over the next 4 years, and provide an additional $1 3 biillan to 
address current needs. Though this would p^de sidJitontlal relief, addlQOnal 
actions would be necessary to address rerradnlng finartctol gaps bebMseft 
projected revenues arto expense (hiring the next four year period. 


To put the pension and retiree health funding issue into perspective, my office 
has conducted benchmarking to evaluate the Postal Service's prefunding levels 
as compared to both the public and private sector. The Postal Service has 
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For example, the Postal Service |s cunwt 
pension funds. The federalgov^mwtt i 
level, and the mititaiy 1$ fUndf^ ^ 2f jMirt 
pension plan is funded at 8^f>er^^Md 
companies have pension p^ns t^^fi 

Prefunding tetlrBe heaiUicare is rare iftt . _ , 

been unable to looate any organboitiori, efther pubtio tf private, thatiM anyW 
similar to the Postal Service’s requltec|!iw®l of prefunding of reUreejjwpp^ 
benefRs. The Postal Service is current|llinded at 49 percent of its 
current liability. The federal govemme||doe8 not pretijjnd Its retiree twrithcare 
Babysat all, and the military Is fund||et a 35 pwtft level. OnIyaSl|«cenl 
Fortune 1000 companies who offer rei|ii health osi^wiefito prefUNti ttia 
expense at all, and the median fundin|iivel f6rtht»aprgBnIzation#!^W' 
.percent^ ■ ■ 

I appreciate the opportunity to analyze this proposal, and describe ft further, ff 
you have any questions, please do not hesitate to call me or Wally Ollhovik, at 
703-248.2201. 


t funded in its. 
lower 42 percent 
brtunelOOO " 
te Fortune ICBSS 


Sincerely, 


/} OakAX^ 

David C.WilUams 
Inspector General 
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THE WHITE HOUSE 

WASHINSTON 


OcAi^ n 2011 


The Honorable Daitell Issa 
Chair 

Comminee on Overaij^t and Government Reform 
Washington, D.C. 20S1S 

The Honorable Blijah Cummings 
Ranking Monber 

Committee on Oversi^t and Government Reform 
Washington, D.C. 20S1S 


Dear Chairman Issa and Ranking Member Cummingi: 

As iie iDtianrlpi ntd Go wsHit gjiten 'Cttrute legMaieiin i|@ 

imrm wiii 

AteihiiiiidW'S viitM fipitiiiii; ■> lesm bn* migwMI milonite itba niMltw lihiMiii 
isf wpBfttIWtIO-' fer Itifc'Pg Qwrt SettrsBCBt Syitom {GSRS f bsurfita. Aft* ramatifatnhla 

iriMRV oonisiMte«A*^i^irent lim' ibf'CSRS itlirtoiieie naitilditMitlbie 
ftamgad. W:ti4laih«AdpanlitEitlonpHQpdn*thatEli>maenE!EEirqHhsgvlm!«eifoia^ 
iiSaBjaa? liijiiaiHji wii peqjiit, iiig liwievaa tfee fcty ;patt|it mw iie itit we 

!tr]il&g tn taihe * tope ea amtet the ftrltife iwtfatttcy of the nestil Servaoe which it icrlfietl ita nhm 
Hetloq^i oomiitspr: wul oomBt'aaaeataiSBt. 

'dhE thaWilent has pot ihrmnd a ipatfiBs ,BBd b^amsed piaa th* would .help 'the DSPS 
lEiihB aiituhcnil lEfiiaiu m IftaneaB at itMtMet, raduM m 'CoetL eiff 
{utondsi iBtlaf to eftow si tUBO'm ^ he dene wni* bwemn jittMilft, t pkn th* vwd iKtleot 
latpeifiife Hid: mttei ilw Miit, Urn A tototelwti sri Mlevot Popuj SEihEgaiii^i^d^; : : 

aacidd OLeCtlo thaae three demesta sd he ^^en to conatdstng a helastad LegLtlettya plan 

tbit htitsad iordobed altantahve foGEoi of Saams^al rdwi aedb as a traeafor the 
Service Rwirwoimi Sviterci (CSRS) tc ftwUSTS 




Attacbsent 5: 


Volume and ReTenue Impacts of USPS Service Cuts Planned for 2012 
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*AB GobtcuT MariBBt Ro«e«roh Prefcn iBa ty Rasuitt 


Sote; Table provides results of "All Sources" of service cuts, including: ending Saturday 
deliveries, post office closings and processing plant closings. 


Source: PRC and Opinion Research Corporation, 2011. 
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TESTIMONY FOR THE RECORD BY 
JOSEPH A. BEAUDOIN 
PRESIDENT 

NATIONAL ACTIVE AND RETIRED FEDERAL 
EMPLOYEES ASSOCIATION 

BEFORE 

THE SENATE HOMELAND SECURITY AND 
GOVERNMENTAL AFFAIRS COMMITTEE 


HEARING TITLED 

“SOLUTIONS TO THE CRISIS FACING THE U.S. 
POSTAL SERVICE” 


FEBRUARY 13, 2013 
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Chairman Carper, Ranking Member Cobum, and Members of the Senate Homeland Security and 
Governmental Affairs Committee: 

On behalf of the five million federal and postal workers and annuitants represented by the 
National Active and Retired Federal Employees Association (NARFE), 1 appreciate the 
opportunity to express our views regarding postal reform proposals considered and discussed 
over the past couple of years and during the hearing on February 13, 2013, titled “Solutions to 
the Crisis Facing the U.S. Postal Service.” 

This statement will focus on NARFE’s concerns with the following: 

( 1 ) Misguided proposals to separate postal employees and/or retirees from the Federal 
Employees Health Benefits Program (FEHBP). 

(2) Unjustified and unfair proposals to reduce workers’ compensation benefits for federal 
and postal employees disabled by a job-related injury or illness when they reach 
retirement age or if they have dependents. 

(3) Postmaster General Patrick Donahoe’s proposal to eliminate completely Federal 
Employees Retirement System (FERS) annuities for postal workers. 

(4) Postmaster General Patrick Donahoe’s unilateral plan to reduce postal delivery ftom six 
to five days despite the longstanding and continually re-enacted legal mandate requiring 
six delivery days. 

Federal and Postal Employee and Retiree Health Benefits 

NARFE has serious concerns with the United States Postal Service (USPS) proposal to create a 
separate health benefits plan for postal employees and retirees, as well as concerns: With other 
proposals to place Medicare-eligible or Medicare-enrolled postal employees and retirees ihtb a 
separate FEHBP plan. 

USPS Healthcare Plan 

In August 2011, the USPS proposed removing postal employees and retirees from FEHBP, 
creating a new USPS-administered plan. Postmaster General Donahoe reiterated his support for 
the proposal in his testimony before the Committee. Members of Congress from both sides of 
the aisle rightfully ignored the proposal in crafting various postal reform solutions during the 
previous Congress due to its clearly identified shortcomings, and should do so again. 

The USPS proposal is a roundabout way to terminate its requirement to prefund future retiree 
health benefits over the accelerated 10-year period required by the Postal Accountability and 
Enhancement Act of 2006, P.L. 109-435. By doing so, it saves money in the short term for the 
Postal Service simply by removing the prefunding obligation, not by achieving any efficiency in 
the administration of a health insurance plan, A much easier way to lessen the burden of the 
prefunding requirement without impacting benefits is to do it directly, adhering to standard 
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accounting practices by allowing for payments amortized over a longer period of time. NARFE 
supports relieving the current, burdensome prefunding requirement; but by doing so directly, not 
by undermining the entire FEHBP, 

A USPS-administered plan would cost money for both USPS and the federal government. First, 
it would duplicate the administrative costs already incurred by the Office of Personnel 
Management (OPM) in its administration of FEHBP. Second, it would split, and therefore 
decrease, the size of the risk pool for purchasing health insurance for both federal and postal 
employees. This would reduce the purchasing power of both a USPS-run plan and FEHBP, 
likely leading to increased premiums for both groups. 

There is no reason to believe that USPS could provide more efficient or higher quality health 
care than FEHBP, which is recognized by experts as a model for health insurance reform, USPS 
is not an expert in the administration of health benefits program, and has not detailed any ideas to 
improve the administration of FEHBP. Rather, its primary way of achieving health care cost 
savings (other than the elimination of the prefunding requirement) is simply to reduce the value 
of the benefits it provides its employees - something the USPS acknowledges explicitly in its 
proposal. 

On March, 27, 2012, Walton Francis, a neutral, nonpartisan expert on FEHBP and health 
insurance, testified before the House Oversight and Government Reform Committee on the 
USPS proposal. While we are not endorsing all of the arguments he made in his testimony, it 
should be required reading material for anyone seriously considering supporting a USPS- 
administered plan. Notably, take heed of his assessment that “[t]he USPS proposals would 
massively disrupt or destroy the FEHBP, the single most successful health insurance program 
ever operated by the United States government. In destroying the FEHBP, the USPS would 
disrupt the health insurance of 8 million Americans, and breach statutory entitlement promises 
made to millions of Federal retirees.”' 

Separate FEHBP Plan for Medicare-enrolled or Medicare-eligible Postal Employees and 
Retirees 

Last Congress, two different proposals that would have moved subsets of postal employees and 
retirees into a separate FEHBP plan were included in different versions of S. 1789 (1 12“' 
Congress), the 21®' Century Postal Service Act of 2012, but were ultimately struck from the 
legislation that passed the Senate. At the time, NARFE had concerns regarding how each 
proposal affected participant choice of health plans as well as the cost of FEHBP premiums for 
federal employees across-the-board. Similar proposals should be met with a healthy dose of 
skepticism. 

As originally introduced, S. 1789 would have: (i) mandated all non-enrolled, but Medicare- 
eligible postal employees and retirees to enroll in Medicare, granting a waiver of late enrollment 
penalties; and (ii) created a separate FEHBP plan for these Medicare-eligible and already- 


' Testimony of Walton Francis, U.S. Congress. Hearing of the House Oversight and Government Reform 
Committee, titled “Can a USPS-Run Health Plan Solve Its Financial Crisis?" (March 27, 2012). Available at: 
http://oversinht.hoiise.gov/wp-content/uploads,'20l2/03/3-27-l2-tJSPS-Francis.pdf . 
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Medicare-enrolled postal employees and retirees that would provide supplemental coverage to 
Medicare Parts A and B. The provision (section 103) was struck from the bill by a bipartisan 
group of Senators due to concerns that it: (i) included a mandate to purchase government health 
insurance; (ii) limited participant choice; (iii) simply shifted costs to Medicare; and (iv) had an 
unclear effect on the cost of FEHBP premiums. 

Even though the provision was removed at the committee mark-up, the manager’s amendment 
brought to the Senate floor contained a similar provision that moved all Medicare-eligible postal 
employees and retirees into a separate FEHBP plan that would provide coverage supplemental to 
Medicare Parts A and B. Unlike the original language, it did not mandate that Medicare-eligible 
postal employees and retirees enroll in Medicare Parts A and B (or provide the same special 
waiver of penalties). However, in so doing, the remaining FEHBP plans would still be providing 
full coverage for the oldest individuals with the highest average medical costs. At the same time, 
retirees whose primary coverage is provided hy Medicare, and therefore cost less, on-average, 
for FEHBP to insure, would be removed from the greater FEHBP risk pool. Therefore, the 
average cost per-participant for FEHBP plans would increase. Thus, because health insurance 
premiums are based on average costs, tbe proposal would have raised FEHBP premums across- 
the-board, increasing costs for federal employee and retiree beneficiaries as well as the federal 
government, which covers about 70 percent of FEHBP premiums. When S. 1789 was being 
considered on the floor, OPM provided data to congressional staff confirming this assessment. 

Proposals that seek to improve the coordination of benefits between FEHBP and Medicare may 
have merit, but the details matter, and it is necessary to have adequate data with which to assess 
their impact on beneficiaries, Medicare, and overall costs. 

Federal Employees’ Workers Compensation Benefits 

NARFE opposes unjustified and unfair proposals to reduce workers’ compensation benefits for 
federal and postal employees disabled by a job-related injury or illness, notably those that were 
included in S. 1789. Senators should re-examine their votes and views regarding these 
provisions in light of the analysis released last November by the Government Accouritability 
Office (GAO).^ 

Specifically, NARFE opposes the provisions of S. 1789 that: (i) would reduce the basic federal 
workers’ compensation benefit by 25-33 percent for workers at or above retirement age; and (ii) 
would eliminate the supplemental benefit for injured workers with children or other dependents. 

The Federal Employees’ Compensation Act (FECA) provides basic compensation to federal 
employees disabled by work-related injuries and illnesses. For example, FECA provides 
insurance compensation to an FBI agent shot on the Job. In exchange for their reasonable 
benefits, FECA recipients lose their right to sue the government for their work-caused 
impairment. While compensation is modest, it will never be able to reverse the permanent 
damage from a debilitating injury or illness. 


^ U.S. Government Accountability Office, Federal Employee's Compensation Act, Analysis of Proposed Program 
Changes. (GAO- 1 3- 1 08), available at htto://ww\v. gao.gov/assets/65Q/6497 1 0.pdf . 
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If the FECA provisions of S, 1789 were to become law, injured employees would not be afforded 
the level of income security they deserve and would have earned had they been able to continue 
working. According to the recent GAO report, federal workers disabled as part of their service 
would receive up to 35 percent less in retirement age income than if they were not injured and 
retired after 30 years under FERS. Under current law, median FECA benefits for totally disabled 
workers are “on par with or less than” what they would have reeeived after a full 30-year career. 
Additionally, S. 1789 would reduce, by 1 1 percent, the pre-retirement wage-loss compensation 
of injured workers with dependents, even as the GAO report shows that the median after-tax 
replacement rate of income is only 81,6 percent under current law. Finally, GAO found that 
these policy changes would have a disproportionate impact on the lowest-wage employees and 
those who are injured early in their careers. 

NARFE does not oppose all FECA reforms - in fact, we have continually supported a bipartisan 
House bill, H.R. 2465 (1 12'^ Congress), the Federal Workers’ Compensation Modernization and 
Improvement Act of 201 1, which passed the House by voice vote on November 29, 2011. The 
bill provides common-sense reform that achieves cost savings for taxpayers by improving 
program integrity and reducing costs while improving fairness towards disabled workers. It, not 
S. 1789, should provide the model for reform. 

Postal Retirement Benefits 

In his testimony, Postmaster General Patrick Donahoe also proposed eliminating completely 
Federal Employees Retirement System (FERS) annuities for future postal employees. NARFE 
strongly opposes this idea. 

First of all, it’s unlikely to save very much money for the Postal Service in the near-term, as it is 
not hiring a lot of new employees right now - rather, it continues to downsize. 

Second, the claim in Donahoe’s testimony that the change would benefit employees by providing 
them a defined contribution plan instead is farcical. Perhaps he does not realize that the Thrift 
Savings Plan (TSP), the federal and postal employee version of a 401 (k), already provides them 
the benefits of a modest defined contribution plan. Unless he is suggesting to offset the value of 
the FERS annuity with an equivalent increase in automatic TSP contributions - which is doubtful 
- then his plan would clearly reduce retirement benefits for new employees, which is not to their 
benefit. 

Third, he claims the proposal would provide the Postal Service cost predictability. But it is 
unclear how it is difficult to predict the cost of funding FERS annuities when the yearly 
contribution amounts to a set percentage of employees’ salaries. To the extent predictability is 
difficult, leading to Postal Service overpayments to the Civil Service Retirement and Disability 
Fund (CSRDF), Congress should provide a mechanism for refimding those overpayments. 

Simply put, this is a plan to short-change hardworking postal employees in their retirement. The 
basic FERS annuity is already modest - a median of $756 per month ($9,052 annually), and 
replaces only 1 to 1.1 percent of the average of the highest -three years of salary. This provides 
modest retirement income security that is not overly generous. It should not be eliminated. 
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Six-Day Delivery 

On February 6, Postmaster General Patrick Donahoe announced that the Postal Service would be 
ending the practice of regular Saturday delivery of mail, beginning August 5, 2013. NARFE 
opposes this plan. 

First, yearly appropriations bills since 1981, including the current continuing resolution, have 
mandated the Postal Service deliver mail six days per week. Unless Congress changes that 
practice, the Postmaster General does not have the legal authority to institute this plan, making 
the proposal an empty threat. 

Second, Congress should not change its mandate requiring six delivery days. Cost reductions 
should not be achieved through reductions in the basic services the Postal Service traditionally 
has provided. Rather, cost reductions should occur by achieving efficiencies or, when necessary, 
by reducing work-capacity in line with reductions in mail volume resulting from the shift to 
internet-based communication. 

Conclusion 

Members of Congress will grapple with a number of issues as they continue to search for a 
compromise that will improve the financial standing of the Postal Service and the long-term 
viability of the services it provides to the American public. In so doing, we ask that you weigh 
appropriately the effects legislative proposals would have on the hardworking men and women 
that make the Postal Service run effectively. 

Specifically, NARFE urges lawmakers to do the following: 

(1) Reject the USPS proposal to administer its own health insurance plan for postal 
employees and retirees. 

(2) Reject other proposals, e.g. separating Medicare-eligible postal employees and retirees 
into their own FEHBP plan / risk pool, that would undermine the integrity, affordability 
and value of FEHBP for both federal and postal employees and retirees. 

(3) Remove the overly burdensome requirement that the USPS prefund its future retiree 
health benefits over 1 0 years. 

(4) Reject unfair and unjustified reductions In workers’ compensation benefits for federal 
employees disabled by a job-related injury or illness once they reach retirement age or if 
they have dependents. 

(5) Reject the Postmaster General’s proposal to eliminate FERS annuities for future postal 
employees. 

(6) Allow the USPS to receive a refund of its overpayments to FERS. 
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(7) Preserve six days of mail delivery by the USPS. 

(8) Find a solution that allows small post office across the United States to remain open. 
Thank you for the opportunity to share our views with you. 
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Statement of the National League of Postmasters 
Februai^ 13s 2013 

Chairman Carper, Ranking Member Colburn, members of the Committee, thank you for 
allowing the National League of Postmasters to submit this Statement for the Record to your 
Committee in conjunction with your February 13, 2013 hearing on “Solutions to the Crisis 
Facing the Postal Service.” Founded around 1887, The National League of Postmasters is a 
national trade association representing Postmasters throughout the country. While we represent 
all postmasters, we have a particular concern and focus on rural post offices and the customers 
they serve. 

The League thanks the Committee and its staff for holding this hearing so early in this 
Session, and for recognizing the critical need to pass postal legislation early in the 1 13th 
Congress. This Committee’s efforts with S. 1789 last year produced a bill that was generally 
acceptable to almost all in the postal community. While far from perfect, it would have helped 
the Postal Service tremendously and addressed many of the issues that would help put it back on 
a straight and true course. 

The most critical element of the crisis facing the Postal Service, and the one responsible 
for 80% of the Postal Service’s losses over recent years is the roughly $5.6 billion dollars of pre- 
funding charges that Congress has mandated that the Postal Service pay each year. This is a 
mandate with which no other federal agency and no private sector entity is burdened. This 
burden is unreasonable, unfair, and it must be eliminated or significantly reduced. This is 
particularly true in light of the fact the Postal Service has overpaid billions of dollars into both its 
CSRS and FERS pension accounts, as two private sector actuarial firms have concluded. 

Finally, let us not forget that but for these pre-funding requirements, the Postal Service would 



245 


have recently turned a $ 1 00 million profit, as recently reported by the Washington Post and 
others. See John Hicks, Mandate pushes USPS into the red, Washington Post, Feb. 8, 2013 at 
A13 http://www.washingtonDost.com/blogs/federal-eve/\vp/2013/02/08/mandate-pii.shed-Dostai-service- 
into-the-red-for-First-quarter/ : see also httD://monev.cnn.com/2013/02/08/news/economv/postal-service- 
finances/index.html . This fact demonstrates that the hub of the Postal Service’s problems lies with 
the prefunding requirements. Relief in this area is sorely needed, and needed now. 

The League wishes to make it quite clear that other changes will be needed in the Postal 
system. Some may require legislation; some may not. Regardless, the Postal Service must 
become flexible enough to deal with the changes in communication and marketing that are 
flowing through our society now and will flow through in the next decade. Moreover, the Postal 
Service should be allowed to offer other services — such as fax services, notary services, 
photocopy services, and other.s — particularly in rural post offices. Income from those services, 
while not a large number in the context of the entire Postal Service, could nevertheless be 
significant on a local level, and indeed offset a portion of the cost of the rural post office 
network. 

Issues of competition with the private sector clearly exist once one moves away from 
rural post offices and rural America, where private sector providers of such services generally 
are few and far between. The LEAGUE believes, however, that the approach advocated by 
Congressmen Gerry Connolly — cooperation with the private sector rather than competition with 
the private sector — is the answer to that concern in more densely populated areas. Additionally, 
the League believes that development of a partnership with local, state, and other federal 
governmental entities needs to be explored to make full use of our existing infrastructure. 

One significant concern we had throughout last year’s legislative debate — and we felt this 
concern was ultimately met by S. 1789 — is that some policy makers from urban areas and some 
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in the mailing community seem not to understand that the Postal Service’s universal service 
mandate, and the duty to provide a maximum degree of effective and regular postal services to 
rural areas are as critical to rural America today as they were decades ago. 

Today, much of rural America simply is not served by an electronic delivery system with 
sufficient speed and capacity to provide the electronic services that rural Americans need. 
Consequently, they are dependent upon the Postal Service. Moreover, in the future, instead of 
rural America gaining parity with urban America, some telecommunications experts argue that 
the exact opposite will happen — i.e., as the speed and sophistication of urban fiber networks 
increases, electronic distribution networks in rural America will not keep up with urban advances 
and thus fall even further behind, despite efforts to grow the rural telecommunication network. 
While that dynamic is a matter for telecommunications policy makers to consider, one 
consequence of this dynamic is that hard copy delivery is expected to remain critical to rural 
America for a very long time. 

Further, we need to emphasize that even in urban America, the Postal Service is not an 
anachronism. Although First-Class mail is being used less and less for bill paying, and bill 
presentment is slowly declining, the rest of the mailstream — delivery of goods purchased oh the 
internet, advertising mail, and parcel delivery — remain healthy, and some of those areas are 
strongly growing, with recent revenue up by 5% in some areas, 13% in other areas and 19% in 
some areas. See USPS Press Release 13-021 dated February 8, 2013. 

Finally, as the recently-released Envelope Manufactures Association (EMA) 2012 
Mailing Industry and Job Study shows that, although today’s carrier delivers a packet of mail 
that generally has less pieces than it did in 2009, the value of mail overall delivered today is 
greater than it was in 2009. That is because the mailing industry provided $1.2 trillion in sales 
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revenue in 2009 but has grown to $ 1 .3 trillion in sales revenue in 20 1 1 , Moreover, that increase 
in value is despite the fact that the 2009 job level of 8.8 million in the mailing industry decreased 
to 8.4 million in 201 1 . EMA 2012 Mailing Industry Job Study, PowerPoint at 3. A copy of this 
PowerPoint may be found on the Postcom web site. htiD://www.Dostcom.org/Diiblic/20l3/EMA%20Jobs%20 
studv%20fcir%2020 1 2%2oat.pdf To give a point of perspective, the mailing industry in 2012 is about 
8.7% of GDP and is about the same size as the oil and gas industry, according to EMA. 

CONCLUSION 

Mr. Chairman, members of the Committee, the Postal Service and the mailing industry 
represent 8.7% of the nation’s GDP and a well-functioning Postal Service, with service levels as 
good as or superior to what we have now, is critical to our nation’s economic health and to its 
economic recovery and growth. The pension and retiree health benefits funding and prefunding 
issues must be dealt with. Having a strong economy and having a strong Postal Service go hand 
in hand. The country needs both, and it needs them now. Please act soon. 

Thank you for considering our views. 
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STATEMENT OF STEVEN MITZEL 
ON BEHALF OF VALASSIS COMMUNICATIONS, INC. 

BEFORE THE 

SENATE COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS 

ON 

“SOLUTIONS TO THE CRISIS FACING THE U.S, POSTAL SERVICE” 
February 13, 2013 


I am Steven Mitzel, Senior Vice President and General Manager of Valassis Shared Mail. 
Vaiassis Communications, Inc. is one of the nation’s leading media and marketing services 
companies, currently entering more than 3.5 billion pieces of mail containing more than 38 
billion pieces of advertising into the US Postal Service (USPS) annually. Each year, we pay the 
USPS over $550 million in postage, and are its largest program mailer. We employ over 5,000 
individuals in the US who help more than 18,000 clients distribute advertising messages and 
values to over 100 million households touching 9 out of 10 American mailboxes every week. 

Vaiassis is also the proud founder and sponsor of the "America’s Looking For Its Missing 
Children©" Program, a 28-year partnership with the National Center for Missing & Exploited 
Children (NCMEC) and the USPS. In its weekly program, Valassis has sent out over 100 billion 
images of over 2,400 missing children. Over 250 million Americans see a missing child’s image 
each week, and over 1 ,300 of the children featured have been recovered so far. In 2012 alone, 
55 children featured on Valassis products have been reunited with their families. 

Valassis has always supported a strong viable US Postal Service and its mission of six day a 
week delivery. We are well aware of the USPS’ volume declines and financial pressures and 
have been, for many years, actively engaged in educating Members of Congress and Senior 
Members of the Postal Service itself on the needed solutions for its problems. 

My testimony focuses on three interrelated aspects that we believe are critical to preserving the 
postal system as a viable and effective communications channel in the future: 

1 . Maintenance of the current price-cap mechanism in order to ensure affordable 
and predictable postal rates; 

2. Continuation of 6-day delivery to ensure the continued effectiveness and 
relevance of postal distribution in today’s dynamic marketplace; and 

3. Relief from the excessive Congressionaiiy-mandated payments for employee 
retirement and health insurance obligations that continue to anchor postal 
finances. 
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The Postal Service Network is Still Relevant and Necessary to the National Economy 

There has been much testimony over the years describing the diversion of physical print 
distribution to digital communication, but while this may hold true for interpersonal 
communication trends, we could not disagree more with regard to business-to-consumer 
marketing channels. The US Postal Service currently has a unique and effective distribution 
network that touches every household and business in America 6 days a week - a scope and 
scale that is unmatched by any other media. If is the center of a huge national industry with 
over 9 million jobs and $1 .4 trillion in revenues. Although there are a growing number of both 
hard-copy and electronic distribution alternatives, mail delivery is still used as the preferred 
distribution method by many businesses and organizations. 

Valassis, like many other large marketing firms, is constantly changing in response to the 
demands of the consumer, our clients, and the marketplace. However, we can say that in our 
expansion into innovative digital products, we have discovered that digital media, for the 
purposes of advertising, needs a print complement to drive its success. 

To this end, the USPS, under Postmaster General Donahue, has done a tremendous job 
innovating the Postal Service's product portfolio to match changing trends. Whether it has been 
through promotional pricing initiatives or investigation of new Negotiated Service Agreement 
(NSA) concepts with its customers to drive new profitable volumes, the PMG has been a willing 
and able leader in modernizing the mail medium to complement and improve upon new 
technologies. As a fon/vard thinking entity, we believe the USPS should also have the freedom 
to investigate other forms of revenue streams that could help bolster both its finances and 
relevance in today's frenetic communications marketplace. 

We Need An Affordable. High-Quality Postal Network 

The mailing industry needs an affordable and high-quality postal network. However, the 
deteriorating financial condition of the Postal Service - and uncertainty about how it and 
Congress will respond to that situation - is becoming a major worry to many in the industry. 
Without an efficient postal reform package, mailers face the untenable prospect of excessive 
postal rate increases coupled with reduced quality of service. 

The Need for Affordability 

With respect to rates, as one of the Postal Service's largest customers, Valassis is intimately 
aware of the effect of postage increases on volumes and the marketplace. Valassis operates in 
a highly competitive market that serves the print-advertising needs of thousands of retail and 
service businesses across the nation, including small businesses and individual entrepreneurs. 
In this current slow-growth economic environment, our clients are themselves struggling to cope 
financially, and have told us they cannot afford to increase their advertising budgets. Their 
response to a rate increase or service decrease will be to cut their mail distribution to maintain 
the goals of their advertising budgets, or even to shift their advertising dollars elsewhere, 
leaving the mail entirely for more affordable, price-dependable advertising channels such as 
digital or private carrier delivery. That, in turn, will force us and other mailers to look for ways to 
trim costs and maintain profitability by cutting mail distribution and earnestly exploring non- 
postal distribution of our products. 

Prior to the passage of Postal Accountability and Enhancement Act (PAEA), the rate-making 
process was long, arduous, heavily litigious, and costly. Even worse, that process resulted in 
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rate increases that couldn't be accurately forecasted, thereby causing uncertainty in the 
marketplace and unneeded tensions with our clients. We applaud Congress' decision in PAEA 
to create a pricing environment that is predictable and streamlined. The Consumer Price Index 
rate cap is singularly the most important mechanism in PAEA that has encouraged efficient 
postal operational cost reductions and prevented even greater volume declines in our 
increasingly competitive postal markets. We urge Congress retain it as a competitive necessity 
in any Postal Reform package moving forward. 

The Need for Service Quality 

We believe that moving to 5-day a week delivery is the wrong solution at the wrong time. 
Today's communications media operates in a ubiquitous 24/7 perpetual motion. With the 
growing array of advertising distribution alternatives, Clients expect more service - not less. 
Moving to 5-day delivery would clearly put the USPS at a serious competitive disadvantage in 
the fragmented and technologically-advancing communications marketplace of today. Although 
we know it is highly improbable, we believe the USPS should be moving in the opposite 
direction and consider 7-day delivery to more effectively compete with emerging technologies 
and the increasingly fast-paced media distribution channels available today. 

For Valassis and other saturation program mailers, the concern is that the USPS will be unable 
to continue in a timely manner the activities necessary to maintain our current postal delivery 
standards. For all saturation mailers, degradation of service (and/or an increase in postal rates) 
will materially affect the efficacy of saturation mail as a competitive alternative to other 
advertising choices and thus foster even more severe USPS volume drops. 

Through our program mail, Valassis services a iarge network of local, regional and national 
clients, including retail, grocery, casual dining, pizza, and small businesses in over 140 
geographic markets. Each market and client grouping has a unique set of characteristics that 
makes mail and print a viable advertising choice, including price sensitivity, delivery timeframes 
that coincide with in-store offerings, market competition, micro-targeting needs, etc. 

Predictability of delivery is one of the linchpins of mail advertising as a medium that enables 
clients to connect with consumers. 

At a time when the USPS and its customers should be advocating for the greater utilization of 
mail as an effective communication medium and creating new incentives for better serving an 
increasingly fragmented marketplace, the proposal for cutting services is counterproductive. It 
will instead make mail less relevant in today's communications environment. 

The Retiree Benefits Situation is Harming the National Economy 

We believe the current postal financial crisis - caused principally by the statutory Postal Service 
Retiree Health Benefit Fund (PSRHBF) contributions - is forcing the Postal Service to devise 
short-sighted operational solutions to its public policy problems, as evidenced by its proposal to 
eliminate Saturday delivery. While such actions may save postal cost in the short-term, they are 
also hastening volume declines by lessening the ROI value and affordability of postal 
distribution. They are also not in the national interest as they are inefficient solutions to artificial, 
manufactured problems that are correctable by Congress. 

Within the mailing industry, there is a growing reaiization that things could get worse. This 
palpable fear and uncertainty - exacerbated by the Postal Service effort to cut service - will 
cause mailers to leave before it is too late. The Postal Service’s repeated reports of quarterly 
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net losses, coupled with Congressional inaction, are leading mailers to believe that “the postal 
ship is sinking," thereby forcing the industry to takb a hard look at non-mail alternatives. This 
crisis of confidence, in turn, feeds on itself and heightens the risk that our nation’s postal system 
is locked in a downward death spiral. 

But all this angst is unnecessary. It can and should be rectified. The Postal Service faces 
unprecedented and daunting challenges as it attempts to change its business model to adapt to 
the shifting global communications market - no easy task. Still, without correction of the 
manufactured problems, the market challenges are forcing the Postal Service to take a “second- 
best” approach that unnecessarily weakens and diminishes a viable national network that has 
substantial relevance for our national economy. These “second-best” Postal Service actions will 
only accelerate the crisis at hand and drive more mail volume into oblivion - to the long-term 
detriment of the national economy. 

Congressional Action Is Needed Now 

Excessive retiree benefit obligations are the driving force behind the Postal Service’s current 
call to reduce service levels and eliminate Saturday delivery. We believe that Congress must 
take immediate action to remedy the long-standing retiree benefit burdens on the US Postal 
Service. As both the Office of Inspector General (OIG) and the Postal Regulatory Commission 
have found, the Postal Service and its ratepayers like Valassis have been overcharged $50-$75 
billion in payments to the Civil Service Retirement System (CSRS) Fund. In addition to being 
overcharged for obligations to the Federal Employees Retirement System (FERS), the Postal 
Service is also forced to undertake huge prepayments into the PSRHBF while also paying for 
current retiree's health benefit premiums. 

With appropriate legislative relief from these excessive retiree benefit payments, the Postal 
Service would effectively have little or no unpaid retiree obligations and would have lower on- 
going retiree expenses as well. That would relieve it of a major reason for its dire financial 
condition, and would allow it to then focus on serving the nation in an efficient, mailer-supported 
manner. Such relief would put it on a substantially better financial footing to effectively serve 
the marketplace, innovate its product portfolio, make needed capital improvements, and 
compete with the growing number of delivery alternatives. 

Congress bears responsibility for these retiree benefit funding problems. The Postal Service can 
no longer be considered Congress's cash cow because mailers simply will no longer pay higher 
postal rates while receiving lower service levels. Mailers have options now that they never had 
before. With its unnecessary financial burdens, and despite mailers’ desire for a viable mail 
network, the Postal Service is losing ground to those options. And, the rate of loss is 
increasing as the dire postal news continues. 

It is critical that Congress promptly and fully correct these retiree benefit encumbrances. Not 
only would such action firmly place the USPS on a path to profitability and mailer confidence, it 
would also eliminate the need for extreme measures such as sen/ice cuts and exigent rate 
increases. 

We understand the budget pressures that Congress faces, and that its “scoring" process serves 
a purpose of restraining unnecessary spending. But when it comes to correction of these Postal 
Service overpayments, the scoring process does not serve the nation well. It ignores the 
negative impacts of the loss on Gross National Product from reductions in numbers of postal 
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related jobs, revenues, and longer-term business opportunities. The continued vexation 
weakens the US postal enterprise day by day. 

We are not asking for a subsidy or bailout. We are simply asking for rational, equitable reform 
that will keep a valuable national infrastructure intact, efficient, market-oriented, and viable. 
Mailers are willing to pay for their postal services - as long as their rates cover reasonable, 
efficient postal costs. 

In closing, I again applaud the initiative taken by the Committees in both chambers on these 
critical issues facing the Postal Service and ultimately all mail users. The stakes are great. We 
urge Congress to be equal to the task, and to do what is right and necessary to preserve a 
viable and affordable postal system as “a basic and fundamental service provided by the 
Government of the United States" for its people, in accordance with section 101 (a) of the PAEA. 
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SENATE HOMELAND SECURITY AND GOVERMENTAL AEEAIRS COMMITTEE 
“Solutions to the Crisis Facing the U.S. Postal Service” 

Wednesday, February 13, 2013 

Post-Hearing Questioiis for the Record 
Submitted to the Honorable Patrick R. Donahoe 

From Chairman Thomas R. Carper (7 questions): 

1 . You recently announced that the Postal Service intends to eliminate Saturday mail 
delivery starting in August. Why did the Postal Service choose to make the change in 
August? 1 understand that late summer and early tall have traditionally been a slow time 
for mail, but have you considered whether it might be advantageous to maintain Saturday 
delivery until after the busy holiday mailing season? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revennes to close an ever widening 
budgetary gap. 

The eBort to initiate six-day package/five-day mail in August 2013 was the direct 
result of a January decision by the U.S. Postal Service Board of Governors to 
examine all possible cost-savings and implement all those within the Postal Service’s 
authority. The Postal Service is currently losing S25 million per day, it has 
exhausted its $15 billion in borrowing authority and while legislation has been 
debated, it remains an open question as to when legislative change will be 
forthcoming. Given the Postal Service’s dangerously low levels of liquidity, the 
responsible course of action was to implement cost-savings, and we estimated that 
the change in mail delivery frequency would save approximately $2 billion annually 
when fully implemented, while allowing us to continue to sustain and expand our 
package delivery services. 

In deciding on August implementation, several important factors were considered. 
As you point out, summer months historically have lower mail volume, and so they 
are the preferred time to implement changes to operations. Additionally, our plans 
for implementing five-day mail delivery include a six-month notice to customers so 
that they can plan for and make changes in their operations to account for the new 
schedule. 
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Finally, the Postal Service’s dire financial condition requires immediate action. 
August implementation would have allowed us to realize some savings m fiscal year 
2013, and it would have started the clock for the ramp-up to the full S2 billion in 
annual savings once fully implemented. Delaying implementation through the 2013 
holidays would have delayed achievement of these savings for five months. 

2. Last year’s Senate-passed postal reform bill would have preserved Saturday delivery for 
at least two years to give the Postal Service tiine to address its financial challenges 
through other less controversial cost-cutting initiatives or revenue-raising efforts. I 
continue to believe that that is the best approach to this issue rather than the proposal that 
you put forward - in part, because we built some consensus around it, and also because it 
allows for the possibility that a potentially lucrative day of mail delivery might be 
maintained, t^at are your thoughts on the Senate approach, or a similar approach with a 
preservation of Saturday delivery for a shorter period of time, maybe one year? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

We fully understand the desire for consensus around the decision to eliminate 
delivery of mail on Saturdays while continuing package delivery, but the difficult 
financial position in which the Postal Service finds itself does not allow for 
additional delay. As we have discussed, we are currently losing $25 million per day. 
Eliminating Saturday delivery of mail will reduce that daily loss by 20 percent, or 
approximately $5 million per day. Each day that we wait to transition to this 
delivery schedule means more unrealized savings, more losses and more debt and 
increases the probability that the Postal Service will run out of cash. 

We believe that our plan to retain Saturday package delivery addressed many of the 
concerns that were expressed in regards to our original five-day delivery plan that 
resulted in calls for a two-year delay in implementation. We modified our plan in 
response to customer feedback, and would have continued to deliver packages on 
Saturdays, which capitalizes on our competitive advantage. Recent market research 
also supported our plan. In a survey recently conducted by Ipsos, a leading 
independent market research company, 80 percent of respondents supported the 
Postal Service’s modified plan. Clearly, the public recognizes the need to adjust the 
number of days of delivery in order to address the Postal Service’s financial 
challenges. 
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It should also be noted that, had S. 1789 been enacted in the spring of 2012, the two- 
year mandate to retain Saturday mail delivery would have expired in spring 2014. 
Our proposal to implement our new delivery schedule represented an acceleration 
over that time frame of only nine months, but significant dollar savings that we 
cannot afford to forego would accrue over that time period. 

3. If the Postal Service is ultimately able to implement your proposal in August or at some other 
time, I believe you are projecting annual savings of around $2 billion. It is my understanding, 
however, that the Postal Service needs much mote than that in savings or new revenue in 
order to remain viable. When we were putting together our Senate bill last year, our goal was 
to enable $20 billion in savings and new revenue for the Postal Service. Looking to the future, 
if the Postal Service is able to eliminate Saturday delivety, either through legislation or 
existing authority, do you agree that the Postal Service will still need more action from 
Congress? How quickly after a move to a five-day schedule would the Postal Service need 
Congress to act to enable more savings and revenue? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

The Postal Service absolutely needs additional action from Congress, and it is needed as 
quickly as possible. A number of facets of our Five-Year Business Plan require 
legislative action in 2013, including the following: 

1. Requiring the Postal Service to sponsor its own health care plan for both active 
postal employees and retirees, fully integrated with Medicare (into which the Postal 
Service and its employees have paid $26 billion) and incorporating state-of-the art 
health management practices. Timely passage of this requirement would allow the 
Postal Service to fully fund its retiree health care liability, eliminating the onerous 
prefunding requirement of over $5.5 billion per year through 2016. Additional^, the 
Postal health plan is expected to produce additional annual premium and normal 
cost savings of over $2 billion, beginning January 2015. 

2. Require OPM to accurately calculate the Postal Service’s FERS liability, using 
postal-speeific salary and demographic data and return the resulting FERS surplus, 
estimated at $6 billion, to us in 2013. This would provide critically-needed working 
capital to alleviate our near-term liquidity shortages. 

3. Streamline the governance model and provide the Postal Serviee with additional 
freedoms to innovate and offer new products and services to open new revenue 
sourees, without burdensome regulatory restrictions. 
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4. Require a defined contribution retirement system for future Postal employees, to 
provide needed flexibility and certainl^ for America’s increasingly' mobile 
workforce. 

5. Require arbitrators to consider the specific financial condition of the Postal Service 
during labor proceedings. 

6. Reform the federal workers’ compensation program (FECA), as the current system 
is unnecessarily costly and discourages workers from returning to work. 

7. Provide the right to appeal final EEOC class action decisions to federal court, so that 
our views can be fully considered in these cases. 

4. In the recent proposal to move to five-day delivery, the Postal Service has sought to 
preserve Saturday delivery for packages. Some concerns have been raised about the 
impact this could have on the timely delivery of medications, which are sometimes sent 
in envelopes instead of packages, and on e-commerce users who utilize a variety of postal 
products outside of just the parcel product to transport items to customers. Can you more 
clearly define which products will still be delivered on Saturdays? Have you considered 
the impact of delivery changes on small business retailers that rely on the Postal Service 
to support their e-commerce activities? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

On Saturdays, the Postal Service proposed to deliver all mail to Post Office Bax 
addresses plus the following domestic products to street addresses: Express Mail, 
Priority Mail, First-Class Parcels, Standard Post (formerly Parcel Post), and Parcel 
Select including Parcel Select lightweight and select Inbound International Parcels. 
These products are the channels through which virtually all medications and items 
generated by e-commerce transactions are mailed. 

The Postal Service believes that a relatively small percentage of pharmaceutical and 
e-commerce items may be shipped in products that Would not be delivered to street 
addresses on Saturday, such as First-Class Mail or Standard Mall letter or flat- 
shaped pieces. However, no plan to obtain substantial cost savings through 
reductions in Saturday delivery can succeed if it also seeks to accommodate the 
preferences of every mail sender or recipient. Mailers utilizing products that will 
not be delivered to street addresses on Saturday would have the option to use the 
ample alternative products for which Saturday street delivery would be preserved, 
or to time shipments to arrive on weekdays. Recipients have the option of Post 
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Office Box delivery if they wish to continue to receive letters and flats on Saturdays. 
The original five-day street delivery plan preserved Saturday street delivery only 
for Express Mail. The addition of the other products identified above as part of the 
amended plan would provide substantial benefit to small business retailers that rely 
on e-commerce. Further, the Postal Service planned numerous communication 
initiatives to build awareness among the mailing community. Thus, it would be 
reasonable to expect that mail order pharmacies using shapes or products not 
eligible for Saturday delivery would build the new delivery schedule into their 
communications, so that customers could plan appropriately in advance. 

We recognize the importance and value of mail to all of our customers, specifically 
small business retailers that rely on the mail to support e-commerce activities. We 
met with business customers — small, medium and large — in an effort to 
continuously communicate and collaborate on integrated approaches as we move to 
five-day delivery. We wanted to understand our customers* needs and assure them 
we are committed to meeting those needs. We intended to continue our outreach 
efforts to keep all of our customers informed as we move to a more sustainable 
business model. Specific guidance would be available on our website, usps.com, as 
well as through numerous outreach channels throughout the planning and 
implementation process. 

5. Richard Geddes, a Cornell professor who was a witness on our third panel, characterizes the 
Postal Service’s actions to date as a “shrink to survive” strategy, focused largely on cost- 
cutting. Dr. Geddes concludes that this approach is unlikely to result in a sustainable Postal 
Service. An almost identical point was made in a white paper prepared last year by the hazard 
firm on behalf of the National Association of Letter Carriers - although the Letter Carriers 
reached different conclusions than Dr. Geddes about what should be done instead. How do 
you respond to those who say that the Postal Service is focusing too much on cost-cutting arid 
not enough on innovation and finding new ways to leverage its delivery network and other 
existing assets? 

We are doing both — revenue generation and cost cutting — aggressively. For revenue 
generation we are working to create new products and improve existing products to 
meet the evolving needs of customers and spur revenue growth. We are embraeing 
opportunities provided by expanding e-commerce and emerging technologies, espeeially 
mobile and digital. Our 2013 mailing promotions ealendar, for example, is designed to 
drive innovation and the use of technology like mobile coupons in the mailing 
community. We are leveraging our delivery network through initiatives like Metro Post, 
which offers same-day package delivery and is being tested in San Francisco. Our New 
Products and Innovation group is dedicated to developing new product solutions that 
will make the Postal Service more competitive in the marketplace. We are committed to 
building on our organization’s strengths in delivery, access and reputation for providing 
trusted service to the American people. 

6. I understand that the Postal Service has recently had some success implementing new products 
and services and that the bill we passed here in the Senate last year would have allowed the 
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Postal Service to do even more in this area to be more competitive and bring in new revenue. 
Can you provide more detail on some of these innovations and how successful these new 
products or services have been? What more could the Postal Service do to innovate if the 
provisions of last year’s Senate-passed bill became law? 

Since the passage of the Postal Accountability and Enhancement Act (PAEA) in 
2006, the Postal Service has taken numerous steps to improve its product and 
service offerings. For instance, the Postal Service has transferred various products 
from the “market-dominant” to the “competitive” product list. Recent examples 
include First-Class Mail Commercial Parcels (renamed First-Class Package 
Service), Pareel Post (renamed Standard Post), Outbound Single-Piece First-Class 
Mail International Packages (renamed First-Class Package International Service), 
and Post Office Boxes in areas where private mailbox providers provide a 
competitive alternative. Competitive status allows the Postal Service to take 
advantage of greater pricing flexibility for these products, which enables more 
market-responsive pricing and product enhancements. The Postal Serviee has also 
entered into numerous new Negotiated Service Agreements (NSAs) with business 
mailers with respect to competitive products, which allow it to offer customized 
pricing options to encourage volume and revenue growth from key customer 
segments. These fundamental actions have helped the Postal Service stimulate 
growth in its package business and generate valuable new revenues. In the past two 
years, package volumes have grown by 14 pereent. 

The Postal Service has also undertaken several experimental market tests under its 
PAEA authority. Examples of some of our recent market tests include Atefnofe 
Postage, which allows prepaid greeting cards to be mailed without a stamp; 

Cards, which allows for the sale of certain types of prepaid gift cards at local Post 
Offices; and First-Class Mail Tracer, which lets customers purchase a tracking 
barcode for First-Class Mail letters. The success of these efforts is highlighted by 
the fact that the Postal Service is considering transforming several of its existing 
market-tests into permanent products. Despite the success of recent market-tests, it 
is worth noting that, pursuant to 39 U.S.C. § 3641, experimental market-tests can 
only be authorized to earn up to SSO million in annual revenues. 

The most sueeessful market test, which has now become a permanent product, is the 
new saturation mail product known as Every Door Direct Mail (EDDM). EDDM is 
a product that makes direct mail more accessible to small local businesses and 
individuals. Since its inception, EDDM has helped generate approximately $300 
million for FY 2012 and approximately $145 million for four months of FY 2013 
through January. 

In reeent years, the Postal Service has also implemented several strategic 
promotions that have eneouraged the integration of digital teehnology with mail. 
Successful promotions include the 2012 Mobile Commerce and Personalization 
Promotion, which encouraged mailers to utilize mobile barcode technology and 
personalization teehniques to enhance their mailpieees, and the 2012 Mobile 
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Shopping Promotion, which encouraged mailers to use technologically enhanced 
mailpieces to encourage mobile shopping during the peak of the holiday shopping 
season. 

While the above actions have undoubted^ helped the Postal Service to improve its 
postal products and services and enhanced the value of mail to postal customers, the 
PAEA prevents the Postal Service from offering new “non-postal” products to the 
public. Had S. 1789 become law, the Postal Service could have sought permission to 
launch new (and potentially lucrative) non-postal products, partnered with State 
and local governments to provide essential services to customers, and begun 
shipping beer, wine, and distilled spirits. Although it is impossible to precisely 
estimate how much revenue these opportunities might have generated, this 
expanded authority would have clearly enhaueed the Postal Service’s ability to 
utilize its existing assets in new and potentially innovative ways. 

With respect to its core business, the Postal Service undoubtedly has more tools 
under the PAEA to innovate than it did under prior law, yet the regulatory 
structure is still overly bureaucratic and restrictive. This is particularly true with 
respect to market-dominant products, for which the Postal Service’s pricing 
flexibility is being increasingly diminished due to decisions by the Postal Regulatory 
Commission (PRC). Congress should consider reforms that give the Postal Service 
greater flexibility to make pricing and product decisions in a timely and market- 
responsive manner. 

7. While I certainly understand the need to cover the costs of delivering mail, there are 
concerns that recent pricing increases could have unintended consequences. For 
example, small business users that rely heavily on the Postal Service have a hard tiine 
competing with larger businesses that enjoy volume driven pricing. I’ve recently heard 
&om some small businesses that they are concerned that recent postage price increases 
will jeopardize their ability to compete, particularly since prices for most international 
products have more than doubled, making it cost prohibitive for e-commerce users to 
export to international buyers. Can you comment on these issues and provide some 
examples of how the Postal Service is working to support small businesses that are 
exporters? 

The increase in prices that took place on January 27, 2013, were necessary to 
support the increasing costs in transportation, processing, and handling of mail 
being shipped internationally. The Postal Service does not receive tax dollars for 
operating expenses. Despite the recent price increases, our base pricing for 
international products and services remains very competitive and provides 
simplified, fast, and affordable international shipping options for small businesses. 
The Postal Service helps small businesses manage shipping costs through all- 
inclusive pricing - the price we quote is the priee the small business pays - without 
hidden fees or surcharges. Free shipping supplies, free package pickup, online 
discounts below retail prices and no brokerage fee are other examples of how the 
Postal Service is working to support small businesses that are exporters. 
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From Senator Jon Tester (2 questions): 

1 . On July 1 , 20 1 2, the Postal Service changed its service delivery standards for the 

Dakotas, Montana, and Nebraska. As a result, overnight delivery in these states is almost 
impossible in areas that do not have a nearby: mail processing facility. And as more of 
those facilities are closed, fewer areas will be able to retain overnight delivery. The 
decision to change delivery standards in these states affects less than one-tenth of one 
percent of America’s mail volume, yet it was a change that the Service made despite 
observations from the Postal Regulatory Commission that “it is possible for the Postal 
Service to undertake significant network rationalization and realize substantial cost 
savings while preserving most current service levels.” Knowing that the Senate has 
expressed its preference for keeping a 1-3 day standard and knowing that the Postal 
Regulatory Commission had told you that keeping eurrent service levels was possible, 
what was the point of this change? How much money has the Postal Service saved as a 
direct result of this change in serviee delivery standards in these four states? Will this 
erosion in service standards be expanded to additional states? If so, which states and 
when? 

Despite efforts to educate the public and Congress, considerable misinformation and 
confusion continue to surround the Postal Service’s network rationalization and 
changes to service standards to meet the needs and expectations of our customers. 
For instance, the First-Class Mail service standards that were implemented on July 
1, 2012, were not limited to four states; rather, they were national in scope, 
extending everywhere in the 48 contiguous states. Additionally, under the modified 
overnight service standard, First-Class Mail continues to receive overnight service. 

With the modified overnight service standard, if two address points — i.e. a home, 
business, or P.O. Box — share a Sectional Center Facility (SCF) — i.e. the behind-the- 
scenes processing plant where mail is sorted for multiple ZIP Codes — then First- 
Class Mail between those address points continues to receive overnight service to 
each other and all other address points served by that SCF. These service standards 
hold regardless of the distance from an address point to the SCF. In fact, as volume 
declines make it possible to reduce the total number of SCFs, the geographic reach 
of the remaining SCFs increases, and with it, the geographic range of overnight 
First-Class Mail service. 

This new standard has allowed for significant network rationalization leading to 
substantial savings. Once fully implemented, the network rationalization plan will 
yield $2.1 billion in annual cost savings nationwide. And though it is incorrect to 
assert that these changes are only occurring in four states, the anticipated 
efficiencies will allow ultimately for thirteen consolidations of either plants or 
distinct mail operations in the Dakotas, Nebraska and Montana, which are expected 
to generate at least $12.5 million in annual operating cost savings when fully 
implemented. The reduction of the number of SCFs will allow for more efficient 
bulk mail entry for customers, the plan will offer business customers who meet 
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certain critical entry times continued dyetltight First-Class Mall service, and 
remittance mailers will have the contiitueid ability to access their mail at processing 
facilities. 

The First-Class Mail service standard changes implemented on July 1, 2012, were 
the product of a well-established process. When proposals involve nationwide 
changes in service, the Postal Service is required to request non-binding advice from 
the Postal RegulatoiT Commission (PRC), which we did in December 2011. 
Evaluating that proposal involved consideration of (a) several thousand comments 
received during two rounds of notice-and-comment rulemaking, (b) the results of 
extensive quantitative and qualitative market research involving urban and rural 
household and business customers, and (c) extensive consultations with the diverse 
components of the mailing industry. 

2. As you know, the Congress annually provides approximately $78 million in discretionary 
funding to the United States Postal Service as payment for the Postal Service’s carriage 
of free and reduced rate mail. Additionally, you have asked the Congress for a number of 
measures to reform the Postal Service and alleviate its financial burdens. Bearing in 
mind those facts, do you see Service Delivery Standards and the future of the Postal 
Service as a whole - as something that foils under the oversight and jurisdiction of 
Congress or is this to be decided by the Service and the Board of Governors? 

As an entity of the Federal Government, the Postal Service operates under the laws 
established by Congress and the President. Regarding service standards, in the 
Postal Aeeountability and Enhancement Act of 2006 (PAEA), Congress authorized 
and directed the Postal Service to set modem service standards for products in the 
“market-dominant” category. 39 U.S.C. § 3691. The Postal Service is required to 
consult with the Postal Regulatory Commission (PRC) and to design its service 
standards in a way that achieves a host of objectives and factors. Congress gave the 
PRC an oversight role over the Postal Service’s performance against these 
standards. Further, the Postal Service has sought advisory opinions from the 
Commission under 39 U.S.C. § 3661 when seeking certain significant nationwide 
changes in service standards, such as the Postal Service’s December 2011 filing of a 
request for an advisory opinion from the PRC on our network rationalization 
initiative. 

The Postal Service may adjust service standards for produets in the “eompetitive” 
category, such as Express Mail and Priority Mail, in accordance with its business 
judgment. These products by definition have ample competitive alternatives for 
which mailers can turn if they are dissatisfied with the standards established by the 
Postal Service. A decision of this type may be subject to the potential need to secure 
an advisory opinion from the PRC when those changes give rise to a nationwide or 
substantially nationwide change. 

As for larger responsibility over the future of the Postal Service, that is ultimately a 
decision that Congress must make. We firmly believe that the current goal of postal 
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policy, which is to have a Postal Service that provides prompt, reliable and 
affordable universal service in an efficient and financially sustainable manner, 
without being a burden on the American taxpayer, should be maintained. However, 
in order to achieve that goal. Congress must give the U.S. Postal Service Board of 
Governors the tools to proactively address the Postal Service’s challenges. The 
Postal Service must be allowed to maximisen the prospects that financial stability- not 
only can be temporarily restored, but can be maintained over a meaningful period of 
time in an environment characterized by intense competition and changing societal 
mores regarding use of the mail. 

The shortcomings of the PAEA demonstrate the central importance of pairing 
authority with responsibility. While the Board has the responsibility to provide 
universal service in a financially self-sufficient manner, and has set forth a strategy' 
to comprehensively address the Postal Service’s financial problems, it lacks the 
authority to fully implement that strategy because of restrictions in the law. In 
addition, other stakeholders with responsibility under the PAEA have taken the 
position that they did not have the authority to act. In particular, while the PAF.A 
gave responsibility for price regulation to the PRC, it previously expressed the 
opinion that addressing the Postal Service’s financial challenges rested solely with 
Congress under the law. In order to provide reform that has the prospect of 
meaningful staying power. Congress must clearly match authority with 
responsibility by freeing the Board of constraints on its ability to take the actions 
necessary to ensure the Postal Service’s viability. 
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From Senator Heidi Heitkamp (7 questions): 

1 . A quality, reliable postal service is essential for North Dakotans. From seniors to small 
business owners, the United States Postal improves the quality of life for folks in our 
state. The USPS does have serious problems with its finances that need to be addressed 
to ensure its financial viability over the long-term, but rural states should not be 
disproportionately affected by any changes. I, like many of my constituents, am very 
concerned with the announcement made last week to end Saturday mail delivery. The 
haphazard approach of cutting services is not the solution nor is it in the best interest of 
the customers, particularly those in rural areas. What steps have you taken to ensure the 
US Postal Service has accurate information about the impact of ending Saturday mail 
delivery - as well as the impact of any future postal reforms such as closing post office 
sites or processing centers - on rural areas? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

We fully agree that all citizens are entitled to high-quality, reliable postal services 
irrespective of whether they live in rural or urban communities. With regard to our 
February 2013 announcement of a new deliveiy schedule, the Postal Service has weU- 
established processes to ensure public outreach, engagement, and input when evaluating 
a potential Post Office or processing facility closure. These processes are designed to 
incorporate community feedback regardless of whether affected customers are rural or 
urban. These processes are described in Postal Service regulations: Handbook PO-lOl, 
Postal Service-Operated Retail Facilities Discontinuance Guide, and Handbook PO-408, 
Area Mail Processing. 

In recent years, the Postal Service has taken steps to ensure that rural communities 
continue to receive a high level of service despite changes in the Postal Service retail 
network. Since 2011, the Postal Service has worked closely with rural communities to 
provide retail services through various alternate access channels, such as Contract 
Postal Units, Approved Shippers, and Village Post Offices at local businesses. This 
enhances the degree of service available to community residents, even if the local Post 
Office is discontinued. Stamp purchases — the single most common transaction over 
Post Office counters — can also be made online, at the grocery and other stores 
nationwide, and our rural carriers serve as a post office on wheels. 
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In addition, over the last year the Postal Service has initiated its Post Office Structure 
Plan (Post Plan). Under this plan, commuiiities are asked for input on the appropriate 
future for a Post Office with insufficient workload. In most cases, this results in the Post 
Office remaining open, with its hours realised to match its workload, rather than the 
Post Office being discontinued outright. 

We have taken numerous steps to ensure that rural areas continue to receive 
appropriate levels of service. Market research supports implementation of the Postal 
Service’s plan. The research revealed no substantial difference in the willingness or 
ability of rural and non-rural customers to adjust to the planned service changes. It also 
showed that the absence of a rural carrier on Saturday was not a concern for the 
majority of rural participants in the focus group sessions. In recent years, public- 
opinion surveys have consistently found high levels of support from the public- nearly 
seven in ten customers approve of a switch to five-day mail delivery as a way for the 
Postal Service to reduce costs. Research conducted recently shows even higher levels of 
support for the Postal Service’s modified plan, which includes Saturday Package 
delivery. In a survey conducted by Ipsos, a leading independent market research 
company, 80 percent of all respondents supported the Postal Service’s modified plan, 
including 76 percent of rural respondents. Clearly, the public recognizes the need to 
adjust the number of days of delivery in order to address the Postal Service's financial 
challenges. 

By continuing to deliver Express Mail, Priority Mail, and most other packages on 
Saturdays, our modified plan responded to many of the concerns about the impact of 
five-day delivery on certain customer segments, such as recipients of medicine. We 
recognize that any service change will have a negative impact on some customers, but 
responding to the Postal Service’s dire financial challenges requires fundamental 
changes to all aspects of the Postal Service’s business model. The Postal Service had 
given advance notice of these changes so that residential and business customers had 
time to plan and adjust. We would have continued to work closely with our customers 
to ensure a smooth transition to the new delivery schedule. 

2. In deciding to end Saturday mail delivery, what information did the USPS use to determine 
such a switch would not have a detrimental impact on populations such as the elderly - who 
may receive social security checks via mail and may rely on home delivery and be unable to 
travel to post offices for Saturday pickup? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
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flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

Under the Postal Service’s plan for reduced Saturday street delivery, all addresses will 
continue to receive door delivery of packages. Priority Mail, and Express Mail on 
Saturday. This includes elderly as well as non-elderly persons. Only letters, cards, and 
flats (other than Express Mail and Priority Mail) will no longer be delivered to the door 
on Saturdays, although senior citizens wiD still be able to receive delivery of those items 
at Post Office boxes on Saturdays. 

As for Social Security checks, it should be noted that, as of March 1, 2013, the Social 
Security Administration (SSA) requires senior citizens to receive Social Security 
payments electronically, rather than via check. As a result, any changes in mail dclivcrj' 
will not affect senior citizens’ receipt of Social Security payments, which Will no longer 
he delivered via the mail in any case. 

Similar to the market research discussed in response to question #1 above, an 
independent market research company recently conducted market research for the 
Postal Service that showed that 83 percent of respondents aged 55 years or older 
“strongly supported” or “somewhat supported” the general concept of letter mail 
delivery five days per week and package delivery six days per week, given the Postal 
Service’s financial situation. Indeed, this age group showed a higher level of support 
than the other age groups polled. Respondents aged 18-34 and 35-54 showed 79 percrat 
support for this approach. These results show that senior citizens - along with all other 
segments of the population - recognize the need for the modified delivery plan to 
address the Postal Service’s financial challenges. 

The Postal Service recognizes that any service change wiU have a negative impact oh 
some customers. But, responding to the Postal Service’s dire financial challenges 
requires fundamental changes to all aspects of the Postal Service’s business modeh We 
will continue to work closely with customers - individual consumers and commercial 
mailers - to ensure that we provide prompt, reliable, and efficient universal postal 
services in a financially self-sustainable manner. 

3. In your press conference last week, you noted that this change would not slow mail 
delivery. However, if you suspend collection from blue collection boxes and private 
homes and businesses as well as mail sorting on Saturday night, how can you maintain 
and ensure that mail service will not be delayed? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
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Service to long-term financial stability, however, the Postal Service requires the 
fiexibility to reduce costs and generate iieW revenues to close an ever widening 
budgetary gap. 

To clarify, the remark concerned service standards and measured performance. In that 
context, Saturday would no longer be counted as a delivery day, just as Sunday is not 
counted as a delivery day. Therefore, a reduction in Saturday operations would not 
affect measured service performance. 

In terms of the physical transit of mail from the collection point to the delivery point, it is 
true that the transit time for a portion of mail would increase by one calendar day. By 
the same token, the lack of delivery service on a Sunday or federal holiday inevitably 
adds a day to the physical transit of mail over the weekend. Mailers are already used to 
adjusting their service expectations around Sundays and federal holidays: cither they 
accept that the mail will take an extra day to reach its destination, or they mail a day 
earlier in anticipation. In qualitative market research that the Postal Service conducted 
in connection with the Postal Regulatory Commission’s review of the Postal Service’s 
five-day street delivery plan, rural, urban, and suburban customers alike indicated that 
they could similarly adjust their mailing habits around a delivery schedule in which 
letters, cards, and flats were not delivered to street addresses on Saturdays. 

4. Businesses that currently utilize USPS services have raised concerns that reducing 

services will decrease the value of mail, especially periodicals and some newspapers that 
are delivered on Saturday. This could result in a greater shift away to electronic 
communications away from USPS if it is unable to provide reliable service as a result of 
this change. How has the Postal Service accounted for this in its decision to end 
Saturday delivery? 

On April 9, 2013, the United States Postal Service Board of Governors difectedfhe 
Postai Service to delay implementation of its proposal to implement six-day 
package/five-day maii deiivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resoiution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has ieft it and the Postal Service with no choice but to 
delay at this time impiementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postai Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

The Postai Service has a iong-standing history of sensitivity to the interests of 
pubiishers who use the mail. However, there are limits to what the Postal Service 
can do to address their needs and preferences, especiaiiy as it faces its own financial 
instability, and considering that the prices paid by Periodicals for mail delivery 
continue to fali weii short of the cost of providing that service. 
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In developing its original flve-day street delivery plan, the Postal wScrvicc consulted 
extensively with publishers and candidly reiterated why it would not establish an 
exception for the delivery of their products to street addresses on Saturday, even for 
those weekly publications that had a long-standing preference for Saturday 
delivery. Accordingly, these publishers were encouraged to seriously explore 
changes to their business models. 

Within County newspaper publishers actively participated in the Postal Regulatory 
Commission’s review of the original five-day street delivery plan. However, they 
provided virtually no empirical evidence of the potential adverse impact that the 
elimination of Saturday mail delivery would have on their operations. They did 
indicate that, if the Postal Service eliminated Saturday street delivery of their 
publications, some would explore alternative private delivery options. 

Taking into account the overall financial condition of the Postal Service and the 
factors that contribute to the misalignment between Periodicals costs and revenues, 
it was the Postal Service’s judgment that Periodicals was not the optimal class to 
receive service on Saturdays in light of cost considerations, if no other regular mail 
was being delivered to street addresses on Saturday, as would have been the case 
under the original five-day street delivery plan. 

Under the amended delivery plan, the Postal Service will deliver a variety Of parcel 
products to street addresses. These products are experiencing significant growth in 
volume and contributing positively to postal finances. The continuation of Saturday 
delivery could preserve or expand postal market share in the highly competitive 
parcel delivery industry. Saturday-eligible parcels will bear 11-digit barcode 
information that will be used to generate dynamic delivery routes. These routes will 
vary from Saturday to Saturday, based on the delivery addresses of specific parcels 
ready for dispatch from designated delivery units. The Postal Service’s plan to 
continue a greater amount of Saturday delivery than originally proposed therefore 
relies on 11-digit barcode data that are not applied to letters or flats (including 
newspapers), limiting its application to parcels in the future network. A reasonable 
amount of Saturday street delivery is preserved and a substantial amount of cost 
savings can still be achieved. 

5. There continues to be questions on whether the Postal Service has authority to end six- 
day delivery without congressional action. What is the Postal Service’s justification for 
change? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
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Service to long-term flnancial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

We have provided an extensive legal analysis to the Committee. In brief, the Postal 
Service has explained that its authorizing legislation (Title 39, United States Code) 
allows five-day delivery, and that the appropriations rider requiring six-day 
delivery of mail at not less than the 1983 level must be re-enacted each year in order 
to have continuing effect. As such. Congress need not affirmatively act to approve 
five-day delivery; rather, the modified plan can be implemented so long as Congress 
refrains from enacting any statute that precludes the Postal Service from exercising 
its Title 39 authority over frequency of delivery. The Government Accoun tability 
Office (GAO) recently issued an opinion that, while misconstruing the law in certain 
respects, accurately confirmed that the rider is temporary in nature. Therefore, its 
opinion casts no doubt whatsoever on the legal validity of the Postal Service’s 
announcement in February that it could move to a new delivery schedule in August, 
unless Congress took subsequent action to prevent the implementation of that 
schedule. Given the language of the Continuing Resolution Congress enacted in 
March 2013, the Postal Service is currently required to maintain six-day delivery, 

6. Switching to five-day delivery will only generate part of the savings needed to address 
the fineincial conditions of the USPS. Presumably, the Postal Service will be seeking 
further reforms and that these reforms wilt likely include proposals to close or reduce the 
hours at postal locations throughout the United States. Does the USPS have plans to 
pursue further post office closures and what criteria does USPS believe should be used to 
judge whether or not a specific post office loeation should be closed or its hours reduced? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term flnancial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

The Postal Service will continue to monitor and assess its retail operations and make 
business decisions to include both the reduction of service hours and/or the closing 
of facilities. Local situations may also dictate the necessity to terminate service in 
such conditions as emergency suspensions, in which it is not practical or possible to 
continue postal operations. Criteria stated in the USPS Handbook PO-Wl, Postal 
Service-Operated Retail Facilities Discontinuance Guide, provides the organization 
with the protocol in which to reduce and discontinue retail operations. We will also 
continue to evaluate and adjust hours of operation under the Post Plan. Under this 
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plan, communities are asked for input on the appropriate future for a Post Office 
with insufficient workload. In most cases, this results in the Post Office remaining 
open, with its hours scaled back to match its workload, rather than the Post Office 
being discontinued outright. 

7. As I understand it, the post office will continue Saturday delivery to PO Boxes, allowing some 
urban customers an option for Saturday delivery. However, that option is not available to 
rural customers who live miles from the nearest PO Box. Have you considered a carve-out for 
rural Saturday delivery? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (HR 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no ehoiee but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Serviee to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

As proposed, the six-day package/five-day mail delivery schedule would have allowed 
for continued Saturday mail delivery to those customers with PO Boxes. Rural 
customers, however, are currently more likely than urban customers to use PO Boxes, 
and so the continued Saturday schedule would have proportionally affected fewer rural 
constituencies than urban ones. 

The top ten states where customers currently use PO Boxes are primarily rural, and file 
chart below details the percentage of customers (delivery points) that make use of this 
option compared to the total number of deliveiy point in the state. These eustomers 
would have continued to receive Saturday delivery as part of the proposed new 
schedule: 


State 

PO Boxes Usaee 

1. Alaska 

35.4% 

2. Wyoming 

29.2% 

3. Montana 

27.1 % 

4. Vermont 

24.3% 

5. Hawaii 

20.9% 

6. North Dakota 

20.7% 

7. West Virginia 

20.3% 

7. New Mexico 

20.3% 

9. Maine 

18.8% 

10. South Dakota 

18.6% 


A rural delivery “carve-out” was considered, but due to constraints on how mail is 
processed, it was not a viable optimi. 
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From Senator John McCain (3 questions): 

1 . Congress must accept the fact that the Americans communicate and conduct business in a 
completely different way than they did evai five years ago. 

o Will moving to 5-day mail delivery fulfill the Postal Service’s commitment to 
universal service? 

On April 9, 2013, the United States Postal Service Board of Governors directed the 
Postal Service to delay implementation of its proposal to implement six-day 
package/five-day mail delivery beginning in August 2013. The Board based its 
decision on restrictions passed by Congress as part of the continuing resolution (H R 
933) to fund the federal government through the remainder of fiscal year 2013. The 
Board believes that Congress has left it and the Postal Service with no choice but to 
delay at this time implementation of this necessary reform. To restore the Postal 
Service to long-term financial stability, however, the Postal Service requires the 
flexibility to reduce costs and generate new revenues to close an ever widening 
budgetary gap. 

As the Postal Regulatory Commission noted in its 2009 Report on Universal Postal 
Service and the Postal Monopoly, “The [Postal Service’s universal service obligation] 
is not specific. The Postal Service is to achieve the best possible balance of these 
service features consistent with efficient and economic practices. Congress has 
rarely established rigid, numerical standards of minimally acceptable service for 
each [universal service feature[. Rather, throughout its history, the Postal Service 
has been expected to use its flexibility to meet the needs and expectations of the 
Nation while balancing the delivery of service against budgetary constraints. This 
long-standing policy has worked well.” 

The Commission also found that the Postal Service’s universal service obligation has 
seven attributes: geographic scope, range of products, access to postal facilities, 
delivery frequency, prices/affordability, quality of service, and users’ rights. The 
Postal Service’s plan to adjust Saturday street delivery would affect only delivery 
frequency; the other six aspects of universal service would remain untouched. The 
Commission itself observed that “a minimum frequency of delivery for a postal 
operator that is obligated to provide universal coverage of delivery addresses is 5 
days per week” and that a number of foreign posts provide universal service on a 
five-day delivery schedule. 

Even with respect to delivery frequency, the Postal Service’s plan avoided an all-or- 
nothing approach to Saturday delivery in favor of a nuanced response to the mailing 
public’s current needs. Only certain products would not be delivered to certain 
address types on Saturdays. The Postal Service would have continued to deliver all 
mail to Post Office Boxes throughout the nation, Monday to Saturday. It would 
have continued to deliver packages. Priority Mail, and Express Mail to street 
addresses Monday to Saturday. Letters and fiats in the “market-dominant” 
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product categories (First«Class Mail and Standard Mail) would not be delivered to 
street addresses on Saturdays, Sundays, or federal holidays; they would have 
continued to be delivered to street addresses five days a week. 

o Do you believe moving to 5-day mail delivery is one of the most significant steps 
in the short-term to restore the fiinmcial solvency of the Postal Service? 

Moving to a delivery schedule of six-days for packages and five-days for mail is a critical 
element to restore the Postal Service’s financial stability. However, as significan t as the 
projected $2 billion annual savings are, they represent only one element of our Five- 
Year Business Plan to close our budget gap with up to S20 billion of annual savings. 
Transitioning to the new delivery schedule alone is not sufficient. The Postal Service 
absolutely needs additional action from Congressi and it is needed as quickly as possible. 
A number of facets of our Five-Year Business Plan require legislative action in 2013, 
including the following: 

1. Requiring the Postal Service to sponsor its own health care plan for both active 
postal employees and retirees, fully integrated with Medicare (into which the Postal 
Service and its employees have paid $26 billion) and incorporating state-of-the art 
health management practices. Timely passage of this requirement would allow the 
Postal Service to fully fund its retiree health care liability, eliminating the onerous 
prefunding requirement of over $5.5 billion per year through 2016. Additionally, the 
Postal health plan is expected to produce additional annual premium and normal 
cost savings of over $2 billion, beginning January 2015. 

2. Require OPM to accurately calculate the Postal Service’s FERS liability, using 
postal-specific salary and demographic data and return the resulting FERS surplus, 
estimated at $6 billion, to us in 2013. This would provide critically-needed working 
capital to alleviate our near-term liquidity shortages. 

3. Streamline the governance model and provide the Postal Service with additional 
freedoms to innovate and offer new products and services, without burdensome 
regulatory restrictions. 

4. Provide the authority for the Postal Service to expand its offerings of products and 
services to open new revenue sources. 

5. Require a defined contribution retirement system for future Postal employees, to 
provide needed flexibility and certainty for America’s increasingly mobile 
workforce. 

6. Require arbitrators to consider the specific financial condition of the Postal Service 
during labor proceedings. 

7. Reform the federal workers’ compensation program (FECA), as the current system 
is unnecessarily costly and discourages workers from returning to work. 

8. Provide the right to appeal EEOC class action decisions, so that our views can be 
fully considered in these cases. 


2. Last Congress, the Senate passed S. 1789, which 1 believe put the American taxpayer on the 
hook and further tied the hands of the Postal Service by placing new restrictions and 
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limitations on the ability of the Postal Service to right-size its mail processing network and 
prohibiting 5-day mail delivery. 

o If S. 1 789 became law today, do you believe that it would give you the flexibility 
you need to achieve the billions in cost reductions necessary to sustain the Postal 
Service for the long-term? 

o Do you believe that S. 1 789 was a short-term fix that kicks the can down the road? 

o When would you need to come back to Congress and ask for additional help to 
sustain the Postal Service if S. 1789 would have become law? 

S. 1789 contained many reforms that would have benefitted the Postal Service, both in 
the short and long-term. Helpful reforms included a resolution of the retiree health care 
pre-funding payments, which presently are responsible for the majority of the Postal 
Service’s financial losses. Also, the refunding of the acknowledged overpayment to the 
Federal Employees Retirement System would have provided needed liquidity to allow 
the Postal Service’s other cost saving measures to be implemented. Thou^ delayed, the 
transition to five-day mail delivery would have allowed the Postal Service to secure this 
long-needed and long-delayed reform in 2014. The expanded authority to offer other 
non-postal products would have allowed the Postal Service to explore new opportunities 
that conld provide for long-term generation of new revenue, and a host of other changes 
that the Postal Service has long advocated were part of the bill. 

The reforms included in S. 1789 did not go far enough to insure long-term financial 
stability for the Postal Service, a point that was made by the U.S. Postal Board of 
Governors on the bill’s passage. The bill introduced requirements that would have 
reduced planned cost and efficiency improvements in areas such as consolidations of 
mail processing facilities, overnight service standards, retail postal services, and the 
changes to delivery frequency were delayed. While providing for more reasonable 
payments to address the hability for retirees’ health care, S. 1789 did not address the 
need to control costs that can be achieved by requiring the Postal Service to sponsor its 
own health insurance plan. 

Understanding both the benefits and limitations of S. 1789, it should be noted that, as the 
bill sponsors said, it was never intended to be the final word on postal reform. S. 1789 
represented a positive and useful step forward, but a comprehensive postal reform 
package can only be achieved when the differing approaches of the House and Senate 
are reconciled. Congress will have to adopt elements of S. 1789 and elements of reform 
proposals put forward in the House in order to secure the Postal Service’s long-term 
financial sustainability. 

3. At the hearing, the “last mile” was discussed by many of the witnesses. Your contracts 
with Federal Express and UPS, allow the Postal Service to deliver packages to the “last 
mile” to homes. Is the Postal Service reviewing other ways to use the private sector to 
control costs and right size your network? 

The Postal Service operates as both a vendor and a customer of FedEx and UPS. 

The synergies between our organizations are mutually beneficml, and the Postal 
Service continues to look for other ways to work with public and private sector 
organizations to improve efficiencies. 
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From Senator Michael B. Enzi (2 questions): 

1. I have been following fairly closely the Postal Service's retiree healthcare pre-payment 
issue for the last few years but am unclear on a few things. Given the missed payments 
of $1 1.1 billion in FY2012 and a projected missed payment for October 2013 of an 
additional $5.6 billion - What is the current balance of the retiree healthcare prepayment 
fund and how will these missing payments affect the balance of the fund in terms of 
healthcare benefits retirees will see now and in 20 years? Additionally, when the Postal 
Service began making these prepayments, where were those funds placed? To put it 
another way, do those funds become bonds in a drawer or are the funds invested to grow 
the value of the fund for the use of future retiree benefits? 

All prepayments have been placed in the Postal Service Retiree Health Benefits 
Fund (“the Fund”) in the X3.S. Treasury. As of September 30, 2012 (the last full 
reporting date), the Office of Personnel Management (OPM) reported the Fund 
balance as $45.7 billion of assets against an actuarial valuation of the liability for 
future Postal retiree health benefits of $93.6 billion, thus providing for 49 percent 
funding of the obligations. The $45.7 billion of assets were invested in long-term, 
special-issue U.S. Treasury securities, with maturities of up to 15 years. Those 
securities yielded a 3.7 percent rate of return for B‘Y2012, resulting in interest 
earnings within the Fund of $1.6 billion for the year. 

The Postal Service continues to pay the premiums for retiree health insurance from 
its general operating funds, not from the Fund, at a cost of $2.6 billion in FY2012. 
This pay-as-you-go methodology is also used by other federal agencies. The Postal 
Service is the only agency that is also required to pre-fund its retiree health benefits 
and has achieved a 49 percent funded rate, as noted above. The rest of the U.S. 
government had unfunded retiree health benefit obligations of approximately $222 
billion at September 30, 2012. 

Beginning in FY 2017, the Postal Service will be required to make annual payments 
into the Fund to cover the cost of retiree health benefits earned by employees each 
year, plus an amount to cover a portion of any unfunded liability in the Fund. 

Based on 2012’s unfunded liability of $48 billion, we estimate that the total annual 
payments, beginning in 2017 would be approximately $5.5 billion. Much like the 
prefunding payments that we were forced to default on, these payments are simply 
unaffordable. 

This is the primary reason why the Postal Service has proposed its own health care 
plan. The Postal health plan would attack the root of the problem by eliminating the 
FEHBP’s complex structure of redundant health care plans with a single, efficient, 
plan that is fully-integrated with Medicare (to which the Postal Service and its 
employees have contributed over $26 billion), takes advantage of a competitive 
marketplace for administration, and employs state-of-the-art health and benefits 
management practices. A Postal Service-sponsored health plan will reduce medical 
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costs to the point at which the unfunded retiree healthcare liability will be virtually 
eliminated. 

Should the Postal Service healthcare proposal be quickly enacted by Congress, 
replacing FEHBP with a ttevv Postal Health Plan for employees and retirees, we 
project that the current obligations for future retiree health benefits would be fully 
covered by the $46 billion currently on deposit in theFund, so that there would be 
no need for additional anhual pre-funding payments Of $5.6 billion. Likewise, the 
current premium costs for active employees and retirees Would be reduced by 
nearly half, creating approximately $2.5 billion of additional annual cost savings. 

2. My next question is both anecdotal and illustrative and I would like your input on what is 
being done - or could be done to improve the Postal Service given my story. I was 
recently at a post office here in DC where I went to mail some letters during a busy lunch 
hour, only to find that there were only two out of eight windows accepting customers; 
there was a line that extended out the door and there were also multiple postal workers 
eating their lunch at their window - in plain view of customers and the growing line. 
Does the postal service stagger employee lunch breaks to accommodate the busiest work 
hours? If not, why not make this small change to increase productivity and customer 
satisfaction? If so, was there an explanation for what I experienced? 

We sincerely hope that your experience is an isolated occurrence, and we certainly 
do not condone such behavior. The United States Postal Service places heavy 
emphasis on customer satisfaction. To be successful, we must provide the levels of 
service that make our customers want to do business with us. We employ 
management tools to assist local personnel to manage their operation. We strive to 
schedule lunches and breaks to support customer demand. Additionally , many 
offices post alternate access points in the Community where postal services are 
available; they utilize employee scheduler tools, and, they also employ lobby 
assistants during peak transaction times. 

Given the uncertainty of customer demand, and unscheduled employee absences, 
the tools cannot always account for every variable. We can assure you that 
messaging to reinforce our commitment to our customers wilt be forthcoming. 

### 
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GAO 


AcewntaMIlty * Integrity » RellablUty 


United States Government Accountability Office 
Washington, DC 20548 


April 5, 2013 

The Honorable Thomas R. Carper 
Chairman 

Committee on Homeland Security and Governmental Affairs 
United States Senate 


Subject; Responses to Questions for the Record; Committee on Homeland Security 
and Governmental Affairs, February 13, 2013, Heanng on "Solutions to the Crisis 
Facing the U.S. Postal Service" 

Dear Mr. Chairman: 

This letter responds to your March 12, 2013, request that we address questions 
submitted for the record related to the February 13, 2013, hearing entitled. Solutions 
to the Cnsis Facing the U.S. Postal Service. Our answers to these questions are 
enclosed and are based on our previous and ongoing work, updates to that work, 
and our knowledge of the areas addressed. 

If you have any questions or would like to discuss our responses, please contact me 
at (202) 512-2834 or Stiamesl@aao.qov . 

Sincerely yours. 


Lorelei St. James, 

Director, Physical Infrastructure Issues 

CC: The Honorable Tom Coburn, Ranking Member 

Committee on Homeland Security and Governmental Affairs 


Enclosure 
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Post-Hearing Questions for the Record 
Submitted to the Honorable Eugene L. Dodaro 
From Senator Heidi Heitkamp 

1 . While the end of Saturday mail delivery is being advanced to reduce costs, 
it is unclear to me whether this shift will benefit the Postal Service over the 
long-term. In a 201 1 report, the GAO found that moving to five-day service 
would put mail volumes and revenues at risk. In other words, it could push the 
LISPS further down the spiral. Specifically, GAO noted that USPS may have 
overestimated savings by as much as $500 million and that LISPS may have 
underestimated the reduction in volume likely under five-day service. Does 
GAO have an updated projection on what the savings might be under five-day 
service as well as an estimate on the reduction in volume under that scenario? 


The Postal Service's (USPS) current estimates for the proposed delivery schedule 
are $2 billion in annual savings by the end of fiscal year 2015 and a mail volume 
decline of less than one percent. Based on our 2011 work,^ and recent information 
from the Postal Service on their 2013 estimate, we note that the previous and 
current estimates are primarily based on eliminating city and rural carrier work hours 
on Saturdays. For both estimates, the USPS estimated minimal mail volume 
declines. In our prior work, stakeholders raised a variety of concerns about the 
estimates, several of which are still relevant. For example, USPS’s estimate 
assumed that most of the Saturday workload transferred to weekdays would be 
absorbed through more efficient delivery. USPS estimates that the current excess 
capacity should allow it to absorb the Saturday workload on Monday. If that is not 
the case, some of the projected savings may not be realized. Another concern 
stakeholders raised was that USPS may have underestimated the size of the 
potential volume loss from eliminating Saturday delivery due to the methodology 
used to develop its estimates. Since mail volume has declined from the prior 
estimate, the accuracy of the estimated additional impact of eliminating Saturday 
delivery is unclear. The extent to which USPS can achieve its projected cost savings 
and mitigate volume loss depends on how well and how quickly it can realign its 
workforce and delivery operations. 


’ GAO, U.S. Postal Service: Ending Saturday Delivery Would Reduce Costs, but Comprehensive 
Restructuring Is Also Needed, GAO-1 T270, (Washington, D.C.: March 29, 2011). 


Page 2 



277 


Post-Hearing Questions for the Record 
Submitted to the Honorable Eugene L. Dodaro 
From Senator Thomas R. Carper 


1 . The Postal Service estimates that, if it is ultimately able to implement its 
plan to eliminate Saturday delivery, it will ultimately achieve annual savings of 
around $2 billion. It is my understanding, however, that the Postal Service 
needs much more in savings than that to remain viable. When we were putting 
together our Senate bill last year, we were trying to find $20 billion in savings. 
Do you agree that, even if the Postal Service is able to eliminate Saturday 
delivery, either through legislation or existing authority, the Postal Service will 
still need more assistance from Congress? How quickly after a move to a five- 
day delivery schedule do you believe the Postal Service would need Congress 
to act to enable more savings and liquidity for the Postal Service? 


We have previously recommended a comprehensive package of actions. The DSPS 
continues to incur unsustainable operating deficits and has reached its $15 billion 
borrowing limit. If Congress does not act soon, USPS could be forced to take more 
drastic actions that could have disruptive, negative effects on its employees, 
customers, and the availability of postal services, in order to achieve full savings 
from moving to 5-day delivery in fiscal year 201 5, USPS states that it would need to 
begin implementation in August 2013. When fully implemented, 5-day delivery would 
provide USPS with cost savings, but USPS needs much more savings to remain 
viable.^ As stated In the Comptroller General's February 13, 2013 testimony,^ no one 
action by itself will address USPS's financial condition. 


^ GAO, U.S. Postal Service: Strategies and Options to Facilitate Progress toward Financial Viability, 
GAO-10^55 (Washington, D.C.: April, 12, 2010). 

® GAO, U. S. Postal Service: Urgent Action Needed to Achieve Financial Sustainability, GAO-1 3-347T 
(Washington, D.C.: February 13, 2013). 
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The table below summarizes selected strategies and options for action by Congress 
and LISPS to address USPS’s financial viability, with some options requiring 
collaboration with unions through collective bargaining. 


Challenges 

Options for DSPS 

Options for Congress 

1 


Workforce size: 

• About 300,000 postal employees 
are expected to retire through 
2020. 

Reduce the size of the workforce 
through retirements and 
outsourcing, whem It Is cost- 
effective to do so. 




• Collective bargaining 
agreements include limits on 
outsourcing. 


• Postal unions are concerned 
about the loss of jobs paying a 
middle-class wage and benefits 
to private-sector jobs with lower 
wages and no benefit 


Wages: USPS is required to 
maintain compensation and 
benefits comparable to the private 
sector, and wages account for 
about one-half of USPS‘s costs. 

Reduce wage costs, for example, 
through a two-tiered pay system 
that would pay new hires lower 
wages and “grandfather" 
employees in the current system. 

Require arbitrators to <x>nsider 
USPS's financial condition when 
making binding aititration 
decisions. 

Benefits: 

• USPS benefits account for over 

23 percent of USPS’s costs. 

USPS Is required to make annual 
muitiblllion dollar retiree health 
benefit payments. 

• Employees eligible for workers' 
compensation benefits can 
continue these more generous 
benefits even when eligible to 
retire. 

Reduce benefit costs by reducing 
USPS health and life insurance 
contribution rates for active 
employees to levels comparable to 
those paid by other federal 
agencies. 

• Defer costs by revising funding 
requirements for retiree health 
benefits. 

* Revise workers compensation 
laws for employees eligible for 
retirement. 

Workforce mix and work rules: 

USPS has a high ratio of full-time 
career employees— about 78 
percent— and wants flexibility to 
hire more part-time employees. 

Adjust workforce mix, for example, 
by using more part-time staff. 


Strateav: Reduce other operations and network costs and Improve efficiency 

• USPS has costly excess capacity 
and inadequate flexibility to 
quickly reduce costs in its retail, 
processing, and delivery 
networks, 

• Closing facilities has been limited 
by political, employee, union, and 
community opposition to 
potential job losses. 

• Retaih Legal restrictions limit its 
ability to close certain types of 
post offices. 

• Delivery. Delivery Is the largest 
cost segment, labor-intensive, 
and required by statute to be 
provided 6 days a week. 

Mail processing-. 

• Close unneeded facilities. 

• Relax delivery standards to 
facilitate closures or 
consolidations. 

Retait 

• Optimize USPS retail facility 
network (including hours and 
locations). 

• Move more retail services to 
private stores and self-service 
and close unneeded retail 
facilities. 

Delivery. Expand use of more cost- 

efficient delivery, such as cluster 

boxes. 

Field structure: Reduce the number 

of field administrative offices. 

Mail processing. Support having 
USPS reduce excess capacity by 
closing some of its major mail 
processing facilities. 

Retaih Remove statutory and 
appropriations language restricting 
USPS's ability to close some of its 
36,500 retail facilities. 

Delivery Remove appropriations 
language requiring 6-day delivery. 
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nerate revenues 


The changing use of the mall is 
projected to continue limiting 
USPS’s ability to generate 
sufficient revenues. 




Revise prteing for market- 
dominant pit^iucts, such as 
First-Class Malt and Standard 
Mail. 


Determine whether preferential 
pricing required by law for loss- 
making products should continue. 


• Rate increases for market- 
dominant products are limited by 
the inflation-based price cap. 

• Large rate increases may lower 
LISPS revenues in the long run 
and add to its excess capacity. 


• Address loss-making products 
by better aligning prices and 
costs. 

• Provide volume incentives for 
certain types of bulk business 


• In fiscal year 2009, LISPS lost niail. 


$1.7 biiiion from products with 
revenues that did not cover 
costs, mainly Periodicals and 
Standard Mail Flats (e.g., 
catalogs). 


• Develop new postal products 
and product enhancements. 

• Provide Incentives by simplifying 
complex rules for mail 
preparation. 


Source; GAO-1 0-455. 
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2. In the recent proposal to move to five-day delivery, the Postal Service has 
sought to preserve Saturday delivery for packages. Some concerns have been 
raised about the impact this could have on the timely delivery of medications, 
which are sometimes sent in envelopes instead of packages, and on 
ecommerce users, who utilize a variety of postal products outside of just the 
parcel product to transport items to customers. Do you think that these 
delivery changes will have significant impacts on small business retailers that 
rely on the Postal Service to support e-commerce? 


Preserving Saturday delivery for packages addresses some concerns previously 
raised by stakeholders, such as delivery of needed rhedications. Under USPS’s 
recent proposal, to be delivered on Saturday, medications and e-commerce products 
would need to be mailed using Express Mail, Priority Mail, and lightweight 
commercial parcels. If these options are not used, more time would need to be 
allowed for delivery, if small business retailers are not already using these mail 
products, they may incur higher costs to maintain their current level of service. 


3. Last year’s postal reform bill sought to deal with the Postal Service’s 
concern about the prefunding requirement for Retiree Health Benefits by 
doing away with the current prescribed schedule of pre-funding payments and 
setting up a 40-year amortized payment plan based on the Postal Service’s 
actual projected obligations for these benefits. In your view, are the provisions 
in last year’s Senate-passed bill adequate to address the Postal Service’s 
concerns with the prefunding requirements? 

In our reports and testimony, we have emphasized the importance of prefunding but 
also of modifying USPS’s prefunding payments in a fiscally responsible manner. For 
example, in our December 2012 report on prefunding of retiree health benefits for 
postal employees,'' we commented on three key provisions of last year’s Senate- 
passed bill. 

First, the bill would have immediately switched to an actuarial approach to 
prefunding, rather than waiting until fiscal year 2017 as under current law. Under the 
actuarial approach, USPS’s share of retiree premium payments would be paid out of 
the Postal Service Retiree Health Benefits Fund (PSRHBF) rather than by USPS 
itself, and USPS’s prefunding payments to the PSRHBF would be determined by an 
actuarial calculation rather than the fixed amounts under current law. We noted that 
the total payments required under current law are significantly in excess of What 
would be required under an actuarial approach, and that an actuarial approach 
would produce a more consistent funding pattern. We think this provision of the 
Senate-passed bill would be helpful. 

Second, the Senate-passed bill would have directed the Office of Personnel 
Management (OPM) to base its actuarial funding calculations on actuarial 


■' GAO, U. S. Postal Service: Status, Financial Outlook, and Alternative Approaches to Fund Retiree 
Health Benefits, GAO-13-1 12 (Washington, D.C.: Dec. 4, 2012). 
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assumptions consistent with the assumptions used for determining funding for 
USPS’s share of liabilities in the federal civilian pension programs. We noted that 
because of developments in accounting standards since the enactment of the Postal 
Accountability and Enhancement Act, current law has the effect of requiring 0PM to 
use assumptions that were designed to accomplish financial reporting objectives 
rather than funding objectives, such as prefunding retiree health benefits. We think 
this provision of the Senate-passed bill would also be helpful. 

Third, the Senate-passed bill would have reduced the ultimate prefunding target 
from 1 00 percent of the retiree benefit liability to 80 percent. We expressed concern 
about this provision, which would have the effect of carrying a permanent unfunded 
liability equal to roughly 20 percent of USPS’s liability, which could be a significant 
amount.® We noted that if an 80 percent funding target were implemented because 
of concerns about USPS's ability to achieve a 100 percent target level within a 
particular time frame, an additional policy option could be to build in a schedule to 
achieve 1 00 percent funding in a subsequent time period after the 80 percent level is 
achieved. 


4. Richard Geddes, a Cornell professor who was a witness on our third panel, 
characterizes the Postal Service’s actions to date as a “shrink to survive” 
strategy, focused largely on cost-cutting. Dr. Geddes concludes that this 
approach Is unlikely to result in a sustainable Postal Service. An almost 
identical point was made in a white paper prepared last year by the Lazard firm 
on behalf of the National Association of Letter Carriers — although the Letter 
Carriers reached different conclusions than Dr. Geddes about what should be 
done instead. Do you agree that the Postal Service is relying too much on a 
“shrink to survive” strategy? What else do you think the Postal Service should 
be doing? 

We continue to believe that USPS faces daunting financial losses unless it can 
substantially reduce its costs and right size its operations, networks, and workforce 
to reflect declining mail volume, and also generate new revenues. Our April 2010 
report, and the table included on pages 4-5 of this correspondence, describe 
opportunities for USPS to reduce its costs and generate additional net revenue, 
including addressing those products that are not covering their costs by better 
aligning prices and costs. We also noted that results from actions to generate 
revenue other than rate increases are likely to be limited compared with expected 
losses.® Further, USPS reported in its 2012 financial report that it expected mail 
volume to continue decreasing for the foreseeable future, and there is currently no 
foreseen revenue growth solution to its financial challenges.^ USPS’s planned 
actions under its existing authority will not be enough to make it financially viable. 


® The liability as of September 30, 2012 was $93.6 billion; 20 percent of this amount is $18.7 billion. 
^ GAO-1 0-455. 

’’ United States Postal Service, 2012 Report on Form 10-K (Washington, D.C.: Nov. 15, 

2012 ). 
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Therefore, Congress, LISPS, and other stakeholders need to reach agreement on a 
package of actions to take so that LISPS can become financially viable. 


5. In your testimony you mentioned that the Postal Service is pursuing 55 
initiatives to generate revenue. Also, I understand that Postal Service has 
recently had success implementing some new products and services. The bill 
we passed here In the Senate last year would have allowed the Postal Service 
to do even more in this area to be more competitive and bring in new revenue. 
What more do you think the Postal Service should be doing to innovate? Does 
the Postal Service need additional authority, like that given in last year’s 
Senate-passed bill, to continue to Innovate and stay competitive? 

LISPS has many opportunities to generate additional net revenue, particularly from 
postal products and services; however, results from actions to generate revenue 
other than rate increases are likely to be limited compared with its expected losses. 
We recently reported on the results of LISPS revenues generated from nonpostai 
services— $141 million in fiscal year 201 1 .* We also discussed the three areas 
where LISPS would like statutory authority to pursue revenue-generating 
opportunities; 1) additional nonpostal sen/ices, 2) shipments of alcoholic beverages, 
and 3) services performed on behalf of state and local governments. 

We reported in 2010 that allowing LISPS to diversify into nonpostal activities would 
raise a number of issues, including whether it should engage in nonpostal areas 
where there are private-sector providers and, if so, under what terms.® Other issues 
included concerns about unfair competition and questions regarding how USPS 
would finance its nonpostal activities and whether it would be subject to the same 
regulatory entities and regulations as its competitors. We are currently reviewing the 
results of LISPS revenue generated from customized pricing agreements and 
promotions. In our review we are considering whether legislative changes are 
needed to give LISPS more pricing and product flexibility and plan to issue our report 
this summer. 

As we have previously cited, the Postal Accountability and Enhancement Act 
limited rate increases by an inflation-based price cap on USPS’s market-dominant 
products, such as First-Class Mail and Standard Mail — which produce the vast 
majority of its revenue. Rate increases for market-dominant products would address 
pressing needs for revenue and could be used to better align rates and discounts 
with the costs, profitability, and price-sensitivity of mail. However, DSPS would have 
to balance increasing rates with the potential negative impact on mail volume. 


®GAO, U.S. Postal Service: Overview of Initiatives to Increase Revenue and Introduce Nonpostal 
Services and Experimental Postal Products, GAO-13-216 (Washington, D.C.: Jan. 15, 2013). 

®GAO-1 0-455. 

GAO, United States Postal Service: Strategy Needed to Address Aging Delivery Fleet, GAO-1 1- 
386 (Washington, D.C.: May 5, 2011). 
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Aside from rate increases, USPS projects that it can increase profits by $2 billion by 
fiscal year 2020 through product and service initiatives. For example, according to 
USPS, it will work to increase direct mail use among small and medium-sized 
businesses and increase volumes in both First-Class Mail and advertising mail 
through targeted promotionSv USPS also will continue to leverage its "last-mile" 
network to transport and deliver packages to their final destinations and work to 
grow other retail services, such as passport services and Post Office box rentals. 

6. Last fall, the Postal Service’s Office of inspector General suggested that the 
Office of Personnel Management should use Postal Service^specific 
assumptions in caiculating the funding status of the Postal Service’s 
obligations to the Federal Employees Retirement System (FERS). According to 
an independent actuarial analysis commissioned by the Postal IG, the Postal 
Service Is being treated unfairly under the FERS system, because postal 
employees have distinctive pay-histories, career patterns, and demographic 
characteristics that cause them to get smaller amounts of annuity than is 
predicted using assumptions based on the federal workforce overall. 
According to this analysis, if Postal Service-specific assumptions were used, 
we would find that the postal portion of the FERS program Is actually over- 
funded by $12.48 billion. Legislation might return this FERS surplus to the 
Postal Service. The Postal Service’s future FERS contributions rate might be 
lowered as well. What are your thoughts on this suggestion by the Postal 
Service IG? 


We support using the most accurate numbers possible. We would suggest that if 
USPS-specific assumptions are used for measuring USPS’s FERS liability, it would 
also make sense to use USPS-specific assumptions for measuring USPS’s Civil 
Service Retirement System (CSRS) and retiree health liabilities. However, Congress 
should be aware that the Office of Personnel Management (0PM) has cautioned 
that such fragmentation of demographics (from using USPS-specific assumptions) 
would create a potentially dangerous precedent. All agencies — or perhaps even 
individual offices within agencies or departments — may also request Sub-accounts. 
Such a situation would create an administrative burden as well as introduce an 
element of uncertainty in Federal agencies’ budgeting. If Postal-specific assumptions 
were to be used, we suggest that the assumptions be recommended by an 
independent body, such as OPM’s independent Board of Actuaries. 

We reported in 201 1 on considerations with regard to release of any FERS 
surplus.’’ We have noted that estimates of liabilities for retirement benefits contain a 
significant degree of uncertainty and can change over time. For example, estimates 
of USPS’s CSRS pension surplus went from a deficit (unfunded liability) of $7.3 
billion as of September 30, 2009, to a surplus of $1 .6 billion as of Sieptember 30, 
2010, to a deficit of $17.8 billion as of September 30, 2011. 


” GAO, U.S. Postal Service: Allocation of Responsibility for Pension Benefits between the Postal 
Service and the Federal Government, GAO-12-146 (Washington, D.C.: Oct. 13, 2011). 
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Legislation will be needed to return to USPS any FERS surplus. We would support a 
rerredy to the asymmetric treatment of surpluses and deficits under current law. A 
conservative approach to accessing any FERS surplus would be to use it to reduce 
USPS’s annual FERS contribution by amortizing the surplus over 30 years (which 
would mirror the treatment of deficits). A second approach would be to reduce 
USPS’s annual FERS contribution by offsetting it against the full amount of surplus 
each year until the surplus is used up; this would be comparable to what occurs for 
private sector pension plans. We would suggest that any return of the entire surplus 
all at once be done with care. A one-time-only return of the entire surplus could be 
considered as a one-time exigent action as part of a larger package of reforms and 
restructurings. Returning surpluses every time they develop would likely result in an 
eventual unfunded liability. 
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Post-Hearing Questions for the Record 
Submitted to the Honorable Eugene L. Dodaro 
From Senator John McCain 


1 . How essential is it for Congress to give the Postal Service the flexibility it 
needs to right-size Its mall processing network? 

Congress and stakeholders must act to allow DSPS to right-size its network. When 
GAO added USPS’s financial condition to its high-risk list in 2009, we testified that 
Congress and stakeholders need to recognize that major restructuring is urgently 
needed for DSPS to be financially viable. Further, we testified that USPS has had 
difficulty removing excess capacity from its mail processing network due to limited 
flexibili^.'^ We have reiterated in subsequent reports and testimonies that USPS 
has made limited progress in optimizing its networks, and we continue to believe that 
it is essential for Congress to give USPS the flexibility to right-size its mail 
processing network.'^ 


2. In your opinion, should that include 5-day mall delivery? 

Yes, Congress should consider removing the requirement for 6-day delivery as part 
of a range of options to address USPS’s financial viability. USPS's proposed change 
in the delivery schedule found that the move to 5-day delivery would likely result in 
substantial savings.'^ The extent to which USPS will be able to achieve its current 
estimate of $2 billion depends on how well and how quickly it can realign its 
workforce and delivery operations. USPS is unable to finance its current operations 
and service levels. Action by Congress and USPS is urgently needed to 
comprehensively restructure USPS’s operations, networks, and workforce to 
modernize its organization. 

3. Do you believe moving to 5-day service still allows the Postal Service to 
fulfill Its commitment to universal service? 


Yes, because the change to 5-day service is similar to changes USPS has made in 
the past. USPS is required by law to provide prompt, reliable, and efficient services, 
as nearly as practicable. The Postal Regulatory Commission (PRC) has reported 
that delivery frequency is a key element of universal postal service. Universal 


GAO, U.S. Postal Service: Restructuring Urgently Needed to Achieve Financial Viability, GAO-09- 
958T (Washington, D.C.: Aug. 6, 2009). 

GAO, U.S. Postal Service: Mail Processing Network Exceeds What Is Needed for Declining Mail 
Volume, GAO-12-470 (Washington, D.C.: Apr. 12, 2012). GAO-10-455. GAO, High-Risk Series: An 
Update. GAO-13-283 (Washington, D.C.: Feb. 14, 2013). 

GAO-1 1-270, 
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service is not defined by the number of days a week mail service is able to be 
provided. The frequency with which customers receive mail service from USPS has 
evolved over time to account for changes in communication, technology, 
transportation, and postal finances. The change to 5-day service is a similar type of 
change. Until 1 950, residential deliveries were made twice a day in most cities. 
Currently, while most customers receive 6-day delivery service, some customers 
receive 5-day or even 3-day-a-week delivery, including businesses that are not open 
6 days a week; resort or seasonal areas not open year-round; and areas not easily 
accessible, some of which require the use of boats, airplanes, or trucks. 
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Post-Hearing Questions for the Record 
Submitted to the Honorable Eugene L. Dodaro 
From Senator Jon Tester 


1 . Mr. Comptroller General, during the questioning period, you stated that 
GAO has previously done work on key questions regarding the Postal 
Service’s proposal to reduce mail delivery to five days. In light of the 
uncertainty Surrounding previous estimates of cost-savings provided by the 
Postal Service, please provide for the Committee the following information. 


To what extent does GAO concur with the most recent savings estimate 
provided by the Postal Service regarding its plan to reduce mall delivery to 5 
days? Does the GAO agree with assumptions in the methodology? 

USPS estimates $2 billion in annual savings by the end of fiscal year 2015. The 
primary source of these cost savings is the reduction in Saturday labor to deliver 
mail. Its current estimate is based on 2012 data, but USPS’s assumptions and 
methodology are largely unchanged from its previous estimate which we reported on 
in 201 1 Based on recent information from the Postal Service on their 2013 
estimate, the concerns we raised in our prior review remain. For example, USPS’s 
estimate assumed that most of the Saturday workload transferred to weekdays 
would be absorbed through more efficient delivery. USPS estimates that the current 
excess capacity should allow it to absorb the Saturday workload on Monday. If that 
is not the case, some of the projected savings may not be realized. Another concern 
was that USPS may have understated the size of the potential volume loss from 
eliminating Saturday delivery due to the methodology used to develop its estimates. 
Since mall volume has declined from the prior estimate, the accuracy of the 
estimated additional impact of eliminating Saturday deliveiy is unclear. The extent to 
which USPS can achieve its projected cost savings and mitigate volume loss 
depends on how well and how quickly it can realign its workforce and delivery 
operations. 

What factors could reduce the assumed savings from a reduction in delivery? 

The assumed savings from the change in delivery could be reduced if the Saturday 
workload cannot be absorbed on Monday, and if the Postal Service has 
underestimated the potential mail volume loss from eliminating Saturday delivery. In 
addition, to shift to package delivery only on Saturdays, USPS plans to implement 
“dynamic routing” technology used by other delivery services to deliver packages. 
How efficiently USPS implements this change could also affect the projected 
savings. The cost savings depend on how efficiently USPS can realign its workforce 
and delivery operations. 


GAO-1 1-270. 
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In areas where the Postal Service has already degraded service delivery 
standards, does GAO assume there will be additional decrease in mail volume 
that can be attributed to further delays in mail service as a result of this 
change? Further, will the decision to end regular Saturday rounds impact the 
Postal Service’s ability to deliver packages at low prices and to stay 
competitive with private delivery companies in these areas? How will the 
Postal Service keep marginal costs and prices low If they’ve lost their best 
advantage? 

According to USPS’s current estimate, mail volume will decline less than one 
percent with Saturday package-only delivery. This is virtually unchanged from its 
prior estimate of a shift to 5-day with no package delivery. In March 2011, we 
reported stakeholders’ concerns that USPS’s methodology may have 
underestimated volume loss.’® We stated that it was uncertain how 5-day delivery 
would affect future mail volumes and that there are other factors such as the 
availability of electronic alternatives including email, paying bills online, sending 
postcards and greeting cards electronically or receiving news and other periodicals 
via the Internet instead of in hard copy that may affect volume. Since mail Volume 
has already declined from the prior estimate, the accuracy of the estimated 
additional impact of eliminating Saturday delivery is unclear. GAO has not conducted 
an analysis of the impact of the change in Saturday delivery on prices, so we cannot 
comment on whether the Postal Service will be able to keep marginal costs and 
prices low. 


GAO-1 1-270. 
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Post-Hearing Questions for the Record 
Submitted to Cliff Guffey 
From Senator John McCain 


“Solutions to the Crisis Facing the U.S. Postal Service” 
February t3, 2013 


1 . If Congress only addresses the Retiree Health Benefit prefunding payments and 
returns the estimated FERS pension over-funding, will the Postal Serviee be able* 
to remain financially viable? 

The answer depends on how Congress addresses these issues. The Postal Service 
would be in a good position to run profitably if, as we urge, 

• All prefunding payments cease upon enactment; 

• USPS is only required to pay into the PSRHBF the annual “normal” cost 
for current postal employees; 

• The PSRHBF is used to pay the health insurance premiums of current 
retirees; 

• 0PM is required to calculate FERS and CSRS liabilities based on postal- 
only demographics and trends; 

• 0PM is required to refund to USPS any current or future overpayment in 
CSRS and FERS based on a postal-only calculation. 

At this time, the Postal Service has over-funded FERS even using government- 
wide actuarial data. The Postal Service CFO reported at a conference on March 
1 8, 2013, that a FERS refund based on a postal-only calculation should be about 
$8.3 billion. The estimated postal CSRS liability (also based on government-wide 
actuarial assumptions) is more than 90 percent funded. The federal government 
has funded CSRS at a much lower percentage for federal employees. In the 
private sector employers are required to fund 80 percent of their retirement 
liability. The Postal Service should not be held to a 100 percent funding 
requirement. 

To return to profitability and remain financially healthy, the Postal Service must 
manage it costs and offer improved and new products at rates that will generate 
revenue beyond expenses. While cash-star\'ed the Postal Service has little ability 
to make the investments needed to continue or to expand its products and 
services. It cannot achieve financial health by simply dismantling its networks 
and reducing its services. 

2. In your opinion would the Postal Service be profitable if these two changes were 
made? If yes, for how long? 
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If Congress were to adopt our suggestion as to funding retiree health benefits, the Postal 
Service savings would be about $5,5 billion per year in the short run. If the Postal Service 
were to receive a FERS overpayment refund based on a postal-only calculation; the 
Service should initially receive around $8.3 billion. This would permit the Service to 
make necessary investments in its delivery fleet and the information technology (IT) 
necessary for it to provide digital enhancements to current mail products and to offer new 
services and products. Such investments will generate new revenues. 

Beyond the initial refund, 0PM should be required either to reduce the FERS payments it 
requires of USPS (that presently continue overpayments to FERS) or to provide USPS 
annual refunds. This will provide the Postal Service continuing financial relief relative to 
what it is required to pay now. 

The Postal Service will still need to change and adapt to remain viable in the long run, as 
discussed below in answer to question 3. 

In addition to correcting the problems with Retiree Health Benefit and FERS and CSRS 
funding, Congress should repeal the CPI cap on postal rates. The only remaining 
strictures on postal rates should be that the Postal Service may not use profits from its 
market dominant products to subsidize competitive products, and it may not provide 
workshare discounts that exceed the costs avoided. These two requirements are in 
current law and should remain, while the CPI cap on rates should be eliminated. 

3. What else should the Postal Service and Congress do to ensure that the Postal 
Service is able to right-size its entire network and remain viable in the long-term? 

The Postal Service has aggressively closed and consolidated mail processing plants. The 
Postal Service was down to 417 processing centers in FY 2012 from 673 plants in 2006. 
So far in 2013 it has consolidated 57 processing facilities with intentions to complete 100 
closures and consolidations in 2013. If the Postal Service completes the additional 
consolidations plarmed for 2014 there will be fewer than 250 processing plants. Already 
these consolidations have cut deeply into the workforce and slowed the delivery of mail. 
Since July 2012 these cuts have caused a 25 percent reduction in the overnight delivery 
of First Class mail and some previously overnight mail moved to a 3-day standard. Some 
2-day mail has moved to 3-days. 

It is important to recognize that cuts of this magnitude result in lost revenues. In the 
network consolidation case before the PRC, Case No. N2012-1, the Postal Service 
produced studies that indicated that the lost revenue from network consolidation could be 
as high as $5.2 billion. Case No. N20I2-1, APWU Exh. XE-1 (Tr. 4/906). The Postal 
Service told the PRC that net contribution losses would be about $500 million per year. 
But the PRC criticized that estimate because it was presented with insufficient analysis so 
support it. The Commission concluded that the net savings from network consolidation 
(after revenue losses were factored in) might be as low as $46 million annually. PRC 
Advisory Opinion inN2012-l, at 1-3, 142. 
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Further reductions in the mail processing network will lead to much deeper cuts in 
service. If the Postal Service were to implement phase 2 of its Network Consolidation 
Plan originally intended for implementation in 2014 (a number of consolidations have 
been moved up to the summer of 2013), overnight delivery of First Class mail would be 
virtually eliminated. Again, significant portions of both overnight and 2-day mail would 
move to a 3-day standard. The Postal Service’s ability to maintain or improve current 
performance on package offerings would be harmed or result in using increased 
resources for packages necessitating price increases — all of which risks the Service’s 
ability to compete and continue to grow its package business. It would be 
counterproductive for the Postal Service to make such cuts in the mail processing 
network. Delaying mail one, two, or even three days every delivery day will harm 
businesses and delay the delivery of prescription drugs and other important mail just as 
surely as reducing the number of delivery days in a week. Furthermore, the additional 
closures will result in more lost volume and will, therefore, damage the Service in return 
for little or no net savings. 

The Postal Service has reduced the number of Postal Managed Retail Offices by 1,423 
since 2007 ( http;//about.usps.com/who-we-are/postal-facts/welcome.htm#H2), and it has 
significantly reduced the hours of operation in many more post offices as an alternative to 
closing them. These reductions in service have saved some postal costs, but the net 
savings have been minimal due to the loss of revenue, and extending them further would 
cut services for those who most rely on the Postal Service. 

In addition to pre-funding reform and the repeal of the rate cap, the Postal Service must 
be given more freedom to use its network to provide additional services. Much has been 
written elsewhere about what those services could be. There is definitely an important 
role for the Postal Service to play. A recent report by the Postal Service’s Office of 
Inspector General found that by leveraging its retail and delivery networks, digital 
platform, address databases, and its trusted intermediary role, the U.S. Postal Service 
could offer other agencies a wide range of physical and digital e-Govemment solutions. 
These services could include communication services, online identification, electronic 
payments, in-person services, and broadband access. The physical-digital platform could 
also provide a crucial bridge to enable users to access government services through 
whatever channel best meets their needs, while adding a layer of resiliency to essential 
public functions during emergencies. httDs://www.uspsoig.gov/foia files/rarc-wp-13- 
003.pdf 

It is important for the Postal Service to have enough capital to invest in modernizing and 
expanding its services. For example, The Postal Service recently obtained the 
opportunity to participate in a one year pilot of a Federal Cloud Credential Exchange. It 
involves secure IDs and message exchange between customers and several agencies. It 
is an opportunity to test and leam. If the Postal Service had sufficient capital it could 
build a platform with the capability of handling a lot more types of activities beyond the 
requirements of the pilot. However, the Postal Service does not have the capital to 
move ahead into all the opportunities on the other side of this pilot 
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4. There have been legislative proposals that contain language that would mandate 
that Postal employees pay the same health and life insurance premium percentage 
as other federal workers. This equitable change would bring about real cost 
savings for the Postal Service now. According to The Postal Service, they would 
realize hundreds of millions in savings if this were to happen. Do you agree or 
disagree that Postal employees should pay same health care premiums 
percentages as all other federal employees? 

This is an issue for collective bargaining. In collective bargaining agreements, there 
is always give and take. This is true whether the agreement is set by bargaining or 
through interest arbitration. To the extent that postal contributions for health 
insurance premiums are higher than contributions by federal agencies, that has come 
about through give and take collective bargaining, It would be wrong and unfair for 
Congress to unilaterally take away one part of the bargain the parties have reached. 

We also observe that all the postal unions have reached agreements with the Postal 
Service that address the issue of postal contribution rates. This includes the 2010 
APWU National Agreement, an agreement that will save the Postal Service $3.8 
billion over its 4.5 year term. 

5. During the hearing. Chairman Issa discussed moving from door delivery to curb 
or cluster box delivery of mail. Do you support this proposal? Please explain 
your answer. Should this be included in any Postal reform proposal from 
Congress? 

We think any cut in postal services should be avoided if possible. The Postal Service 
is already doing as much as it can responsibly do in this area. 
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Post-Hearing Questions for the Record 
Submitted to Jeanette P. Dwyer 
From Senator John MeCain 

“Solutions to the Crisis Facing the U.S. Postal Serviee” 
February 13, 2013 


1 . If Congress only addresses the Retiree Health Benefit prefunding payments and 
returns the estimated FERS pension over-funding, will the Postal Service be able 
to remain financially viable? 

A: Yes, I firmly believe if Congress addresses and fixes the Retiree Health 
Benefits pre-funding requirement, and returns the FERS pension surplus 
monies using postal-speeifie assumptions, the USPS will remain financially 
viable. 

2. In your opinion would the Postal Service be profitable if these two changes were 
made? If yes, for how long? 

A: Returning the FERS pension surplus monies by using postal-speeifie 
assumptions will allow the USPS to invest in their infrastructure, 
modernizing and improving it for the future. The pre-funding represents 
roughly 80% of the USPS losses over the last six years. This pre-funding 
requirement is the driving force behind the financial losses of the USPS. 

3. What else should the Postal Service and Congress do to ensure that the Postal 
Service is able to right-size its entire network and remain viable in the long-term? 

A: For the USPS to remain viable in the long-term, they need to offer more 
services that customers want. Right now, the USPS has a competitive 
advantage on delivering mail on Saturdays, whereas UPS and FedEx eharge 
premiums for Saturday delivery. The USPS must also keep their eurrent 
serviee standards. Last year, the USPS proposed ehanging their service 
standards from 1-3 day delivery to 2-3 day delivery. This will cause postal 
eustomers to leave the mail stream if USPS produets are no longer delivered 
in a timely matter. Currently, mailers are already partnering with private 
delivery eompanies to delivery their product on Saturdays. Bloomberg 
Businessweek, for example, is currently preparing for the USPS’ proposal to 
eliminate Saturday mail delivery by partnering with Gannett private 
delivery, who will now deliver their publication on Saturday. The NRLCA 
expeets more mailers to abandon the USPS as they continue to scale back on 
delivery and reduee serviee. 

4. There have been legislative proposals that contain language that would mandate 
that Postal employees pay the same health and life insurance premium percentage 
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as other federal workers. This equitable change would bring about real cost 
savings for the Postal Service now. According to The Postal Service, they would 
realize hundreds of millions in savings if this were to happen. Do you agree or 
disagree that Postal employees should pay the same insurance premium 
percentage as other federal workers? 

A: I disagree. This is a collective bargaining issue that is addressed during 
every contract negotiation with our union and the USPS, Over the last two 
contract negotiations, the premium the USPS is responsible for has been 
reduced every year, resulting in postal employees paying more for their 
health and life insurance premiums. 

5. During the hearing, Chairman Issa discussed moving from door delivery to curb 
or cluster box delivery of mail. Do you support this proposal? Please explain 
your answer. 

o Should this be included in any Postal reform proposal from Congress? 

A: I do not support this proposal, and I do not think this should be included 
in any postal reform legislation. Current customers who receive door 
delivery should not be impacted by changing to cluster box delivery. In most 
established communities, it is simply not feasible to come into a city or town 
and build cluster boxes. Eliminating door delivery will have a significant 
impact on the handicapped and elderly who rely on door delivery. 



295 


Post-Hearing Questions for the Record 
Submitted to Robert J. Rapoza 
From Senator John McCain 

“Solutions to the Crisis Facing the U.S. Postal Service” 
February 13, 2013 


1 . If Congress only addresses the Retiree Health Benefit prefunding payments and 
returns the estimated FERS pension over-funding, will the Postal Service be able 
to remain financially viable? 

Answer : Elimination, or an accurate actuarial amortization schedule for pre-paying the 
retiree health prefunding requirement would help stabilize the fiscal challenges that 
confront the Postal Service. As I testified before the Committee, NAPUS believes that the 
Postal Service must also become more innovative, offering products and services that 
will be relevant to Americans. Continued viability will be contingent upon Congress 
providing the Postal Service with greater pricing and product flexibility, as well as 
addressing the underlying problems that stemmed from previous Congressional actions, 
including the overly burdensome prefunding requirement and the Congressional reticence 
to refunding the Postal Service’s surplus pension contributions. 

2. In your opinion would the Postal Service be profitable if these two changes were 
made? If yes, for how long? 

Answer : NAPUS believes that “profitability” is not the appropriate litmus lest for 
evaluating Postal Service viability, any more than such a criteria should be applied to 
United States Armed Forces. As I am sure you would agree, military success is evaluated 
on how our armed forces protect American lives and secure our borders; Postal success 
should be connecting businesses to citizens and citizens to each other. However, we must 
not lose sight that the Postal Service should function efficiently and transparently, just 
like the Pentagon. If profitability were the sole metric for assessing the Postal Service, 
our Founding Fathers would not have included a national mail service as an inherently 
governmental function in our constitution. A universal and affordable communications 
network, such as the postal system, is an inherently non-profitable venture, and that is 
why Congress was tasked with its establishment, not the private sector. Moreover, absent 
the prefunding requirement, the Postal Serviee would have run an operating surplus for 
the first quarter of the present fiscal year, 

3. What else should the Postal Service and Congress do to ensure that the Postal 
Service is able to right-size its entire network and remain viable in the long-term? 

Answer : The Postal Service may continue to use its voluntary early retirement authority 
to incentivize employees in particular job classification to retire, and to shrink through 
attrition. However, the Postal Service needs to be more deliberate in its projection on 
what postal occupations will continue to be essential to manage and train its evolving and 
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contracting workforce, as well as maintain the high standard of postal services to which 
Americans are entitled. 

4, There have been legislative proposals that contain language that would mandate 
that Postal employees pay the same health and life insurance premium percentage 
as other federal workers. This equitable change would bring about real cost 
savings for the Postal Service now. According to The Postal Service, they would 
realize hundreds of millions in savings if this were to happen. Do you agree or 
disagree that Postal employees should pay same health care premiums 
percentages as all other federal employees? 

Answer : Under current law, the Postal Service collectively bargains with its unions and 
consults with its managerial and supervisory organizations over the contribution 
allocation for health and life insurance premiums. There is nothing in the law that would 
preclude the Postal Service from negotiating and consulting over these issues. In fact, 
through such deliberations, the percentage that Postal Service contributes on behalf of an 
individual employee’s health premiums is declining. 

5 . During the hearing. Chairman Issa discussed moving from door delivery to curb 
or cluster box delivery of mail. Do you support this proposal? Please explain 
your answer. 

o Should this be included in any Postal reform proposal from Congress? 

Answer: Under current law, the Postal Service may alter the location of residential or 
commercial delivery points to curbside delivery or cluster boxes. Moreover, if 
operationally feasible, NAPUS does not object to such a migration of delivery points. 
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